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FEDERAL  EXPORT  PROMOTION  PROGRAMS: 
AN  ACADEMIC  PERSPECTIVE 


TUESDAY,  MAY  23,  1995 

House  of  Representatives, 
Subcommittee  on  Procurement,  Exports, 

AND  Business  Opportunities, 
Committee  on  Small  Business, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  2:07  p.m.,  in  room 
2359-A,  Raybum  House  OflRce  Building,  Hon.  Donald  A.  Manzullo 
(chairman  of  the  subcommittee)  presiding. 

Chairman  Manzullo.  The  subcommittee  will  come  to  order. 

Today,  our  subcommittee  will  hold  the  third  in  a  series  of  hear- 
ings on  the  appropriate  role  and  effectiveness  of  various  Federal 
export  promotion  programs,  especially  as  they  impact  small  busi- 
ness. 

As  I  was  winding  my  way  through  the  audience,  I  found  out  that 
we  have  representatives  from  OPIC  and  Eximbank  that  helps 
small  businesses,  and  we  appreciate  your  coming  here  this  after- 
noon, in  addition  to  our  witnesses. 

The  purpose  of  today's  hearing  is  to  listen  to  observers  of  our 
Federal  export  promotion  programs.  This  is  not  to  say  that  they  are 
dispassionate  observers. 

We  appreciate  your  coming  here  to  testify  and  give  us  the  back- 
ground and  understanding  Uiat  you  gathered  as  a  result  of  being 
affiliated  with  your  organizations.  The  witnesses  before  us  can  offer 
the  subcommittee  an  unqualified  critique  of  those  programs  with- 
out regard  to  their  careers  or  potential  Government  help  to  support 
an  export  deal. 

It  is  my  view  that  the  time  is  ripe  for  a  total  reevaluation  of  our 
trade  promotion  programs.  The  status  quo  will  not  stand. 

Just  last  night,  ABC  Evening  News  ran  a  story  on  the  market 
promotion  program,  which  subsidizes  advertisements  of  agricul- 
tural commodities  overseas.  This  is  an  item  that  these  companies 
would  normally  do  anyway,  but  the  Federal  Government  spends 
$85  million  on  this  program.  Agricultural  exports  make  up  only 
about  10  percent  of  our  total  U.S.  exports. 

Yet  the  United  States  and  Foreign  Commercial  Service  is  ex- 
pected to  serve  the  other  90  percent  of  commercial  exporters  with 
a  budget  of  $158.3  million  —  not  even  double  that  of  the  MPP  Pro- 
gram. 

It  is  time  to  think  of  a  truly  govemmentwide  trade  strategy,  a 
one-stop  shop  that  could  bring  some  common  sense  to  this  process. 

(1) 


I  look  forward  to  the  testimony  of  the  witnesses  here  before  us 
today.  I  especially  want  to  welcome  Dr.  Allan  Mendelowitz  of  the 
International  Trade  Office  at  the  General  Accounting  Office. 

During  the  previous  Congress,  when  I  was  in  the  minority,  I  sat 
in  rapt  attention  as  he  testified  several  times  before  the  other  trade 
subcommittee  on  which  I  served  in  Foreign  Affairs,  now  known  as 
International  Relations.  Now  the  Republicans  are  in  the  majority. 
It  is  our  privilege  to  hear  fi-om  Allan  again.  This  shows  that  this 
is  not  a  Democrat  or  Republican  issue.  It  is  one  of  what  is  in  the 
best  interest  of  this  country. 

I  yield  to  our  ranking  member  from  the  Democratic  party,  Mrs. 
Clayton,  for  an  opening  statement. 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman. 

As  you  stated,  this  is  the  third  in  a  series  of  hearings  on  trade 
and  the  role  of  the  Federal  agencies  on  Federal  export  promotion 
opportunities.  I  also  want  to  join  you  to  say  we  do  need  to  evaluate 
and  to  assess  how  effective  these  programs  are. 

These  hearings  come  at  a  very  timely  moment;  and,  for  many 
reasons,  Congress  continues  to  examine  the  function  of  some  19 
Federal  agencies  involved  in  export  activity,  primarily  functions  — 
focusing  on  three  primary  agencies:  U.S.  Department  of  Agri- 
culture, Department  of  Commerce  and  the  Export-Import  Bank  of 
the  United  States  —  Eximbank. 

The  House-passed  budget  resolution  and  the  Senate  committee 
budget  resolution  propose  the  elimination  or  major  reduction  of  the 
International  Trade  Administration,  the  Trade  Development  Agen- 
cy, that  impact  agriculture  export  promotion  programs.  The  Over- 
seas Private  Investment  Corporation,  OPIC,  would  be  privatized. 
The  Senate  should  conclude  its  budget  work  this  week.  We  can  see 
what  the  impact  of  that  would  mean. 

In  addition,  the  House  this  week  will  consider  H.R.  1561  —  in 
fact,  they  are  considering  it  right  now  —  a  bill  to  overhaul  the  Na- 
tion's foreign  policy  structure.  Among  other  things,  the  bill  would 
reduce  the  amount  of  foreign  aid  authorized  by  $1  billion  and 
would  eliminate  three  agencies:  The  Agency  for  International  De- 
velopment, the  U.S.  Information  Agency  and  the  Arm  Controls  and 
Disarmament  Agency.  The  functions  of  these  Agencies  would  be 
moved  to  the  Department  of  State. 

The  Senate  version  of  the  bill  had  proposed  moving  the  functions 
of  the  U.S.  and  the  Foreign  Commercial  Service  to  the  Department 
of  State  and  combining  the  Eximbank  with  the  Trade  Development 
Agency  and  OPIC  into  one.  These  are  independent  agencies.  Those 
provisions,  however,  did  not  survive  the  committee's  consideration 
last  week  and  are  now  included  in  the  Senate  bill. 

Another  encouraging  sign  is  the  creation  of  the  one-stop  shop  for 
Federal  trade  activities.  These  one-stop  shops,  known  as  Export  As- 
sistance Counseling  Centers,  have  been  set  up  in  the  Commerce 
Department,  the  Export-Import  Bank  and  the  Small  Business  Ad- 
ministration. There  are  currently  four  existing  counseling  centers 
in  Baltimore,  Chicago,  Miami,  and  Long  Beach,  California. 

Finally,  Mr.  Chairman,  I  very  much  want  to  hear  what  the  ex- 
perts will  tell  us  about  the  facts  that  we  are  considering,  compare 
one  to  another  and  also  to  compare  our  role  with  other  industri- 
alized nations.  The  United  States  ranked  last  in  terms  of  the  per- 


centage  of  the  gross  national  product  devoted  to  export.  There 
seems,  therefore,  to  be  Httle  wonder  that  we  have  a  growing  bal- 
ance of  trade  deficit  between  Britain,  France,  and  Canada.  India, 
Germany,  and  Japan  spends  more  per  thousand  dollars  of  their 
gross  product  than  we  do. 

I  want  to  know  from  our  experts  what  we  can  expect  in  terms 
of  the  situation  worldwide.  Is  it  largely  a  function  of  macro- 
economics or  competitiveness,  as  many  have  suggested,  or  perhaps 
are  there  other,  less  complex  reasons  behind  our  centers? 

I  look  forward  to  each  of  their  testimonies. 

Chairman  Manzullo.  Thank  you,  Mrs.  Clayton.  Would  you  want 
to  put  your  remarks  into  the  record? 

Mrs.  Clayton.  Thank  you. 

Chairman  Manzullo.  Without  objection,  of  course. 

[Mrs.  Clayton's  statement  may  be  found  in  the  appendix.] 

[Mr.  Flake's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Mr.  Mendelowitz,  the  floor  is  yours.  We 
will  have  the  5-minute  clock  on.  Our  goal,  as  with  all  of  our  sub- 
committee meetings,  is  to  finish  in  1  hour  and  15  minutes;  and  we 
have  been  doing  pretty  well  on  that.  Please  go  ahead. 

TESTIMONY  OF  ALLAN  I.  MENDELOWITZ,  PH.D.,  MANAGING  DI- 
RECTOR, INTERNATIONAL  TRADE,  FINANCE  AND  COMPETI- 
TIVENESS ISSUES,  U.S.  GENERAL  ACCOUNTING  OFFICE 

Mr.  Mendelowitz.  Then  I  will  definitely  try  to  keep  within  5 
minutes. 

Thank  you  very  much,  Mr.  Chairman,  and  Madam  Ranking 
Member.  I  am  pleased  to  be  here  to  testify  before  the  subcommittee 
on  the  rationales  for  and  against  GJovemment  export  promotion 
programs  and  some  opportunities  for  cost  savings  in  the  programs 
that  might  make  them  more  cost-effective. 

Basically,  I  think  three  questions  are  being  posed  with  respect  to 
the  export  promotion  programs. 

Chairman  Manzullo.  Pull  the  mike  a  little  bit  closer  to  you. 

Mr.  Mendelowitz.  Sure. 

Chairman  Manzullo.  Thank  you. 

Mr.  Mendelowitz.  I  am  sorry.  I  will  submit  my  full  statement 
for  the  record  and  provide  some  oral  summary  comments. 

As  I  said,  there  are  three  questions  being  asked.  First,  are  there 
analytically  justifiable  grounds  for  having  the  Government  engage 
in  export  promotion  programs?  Second,  are  there  opportunities  for 
budget  savings  to  make  the  programs  more  cost-effective?  Third,  ir- 
respective of  whether  the  programs  are  justifiable,  viable  and  cost- 
effective,  given  the  close  scrutiny  that  Congress  is  giving  to  a  whole 
range  of  program  areas,  is  export  promotion  something  worthy  of 
expenditure  of  taxpayer  funds? 

The  last  question  is  clearly  the  prerogative  of  the  Congress.  I  will 
try  to  provide  some  comments  on  the  first  two. 

With  respect  to  the  rationales  for  export  promotion,  probably  the 
discipline  that  provides  the  greatest  analytical  basis  is  economics. 
Some  analytical  reasons  put  forward  to  support  export  promotion 
are  based  on  macroeconomic  considerations,  some  rely  on  micro- 
economic  considerations. 


In  the  area  of  macroeconomic  considerations,  some  supporters  of 
such  programs  claim  that  they  produce  jobs  and  will  reduce  the 
trade  deficit. 

In  terms  of  microeconomic  considerations,  the  arguments  are 
that  real-world  deviations  from  perfect  competition  are  so  signifi- 
cant that  Government  intervention  is  needed  to  correct  market  fail- 
ures. Things  like  imperfect  information  and  monopoly  power  are 
examples  that  can  be  put  forward. 

In  addition  to  these  two  economic  rationales,  a  third  rationale, 
which  relates  to  trade  policy,  is  also  put  forth  to  justify  these  pro- 
grams. 

I  have  to  say,  though,  that  the  debate  that  takes  place  with  re- 
spect to  the  effectiveness  of  these  programs  takes  place  on  a  quali- 
tative level.  If  you  look  at  the  empirical  literature  in  economic  jour- 
nals on  export  promotion  programs,  you  will  find  little  if  anj^hing 
that  represents  empirical  support  either  for  or  against  export  pro- 
motion programs. 

Methodologically,  it  is  virtually  impossible  to  demonstrate  a  link 
between  the  positive  benefits  that  are  claimed  or  the  negative  con- 
sequences that  are  claimed.  Consequently,  most  of  those  who  do 
provide  arguments  do  it  on  a  conceptual  and  qualitative  basis  rath- 
er than  basing  their  arguments  on  good,  hard,  firm  empirical  work. 

We  have  to  say  that,  with  respect  to  the  macroeconomic  argu- 
ments, we  generally  find  these  arguments  unconvincing.  I  don't  be- 
lieve, as  I  nave  testified  in  the  past,  that  export  promotion  pro- 
grams can  change  either  the  trade  deficit  or  the  level  of  employ- 
ment. Employment  and  the  trade  balance  are  functions  of  macro- 
economic  policy  here  and  elsewhere,  and  it  is  hard  to  make  much 
of  a  dent  in  those  variables  without  changing  macro  policy. 

With  respect  to  microeconomic  considerations,  I  think  there  are 
some  greater  justifications  that  may,  in  fact,  be  legitimate;  but  I 
would  say  that  those  justifications,  again,  are  based  primarily  on 
qualitative  analysis  rather  than  good,  hard  empirical  work,  because 
it  is  probably  impossible  to  do  the  latter. 

With  respect  to  trade  policy  objectives,  I  think  there  are  probably 
three  justifications  put  forward  for  export  promotion: 

First  is  helping  U.S.  firms  overcome  trade  barriers. 

Second,  is  leveling  the  playing  field  so  that  U.S.  exporters  com- 
peting with  subsidized  foreign  exporters  can  compete  in  world  mar- 
kets on  an  equal  basis. 

Third  is,  basically,  trying  to  take  the  profit  out  of  subsidies  on 
the  part  of  our  competitors  and  use  counter-subsidies  to  bring  those 
competitors  to  the  negotiating  table  to  negotiate  reductions  in  and, 
hopefully,  elimination  of  trade-distorting  subsidies. 

If  you  look  at  any  of  the  particular  export  promotion  programs 
we  have  out  there,  whether  they  be  export  subsidies,  export  finance 
programs,  market  information,  or  advocacy,  you  can  usually  find  a 
mix  of  both  microeconomic  and  trade  policy  objectives  used  to  jus- 
tify those  programs. 

For  example,  in  the  area  of  export  subsidies,  we  have  the  EEP 
at  the  Agriculture  Department.  On  the  one  hand,  this  program 
helped  to  level  the  playing  field  for  U.S.  exporters  in  competition 
with  European  subsidized  agricultural  exports.  Yet,  at  the  same 
time,  EEP  was  a  major  vehicle  for  trying  to  get  the  Europeans  to 


the  negotiating  table  in  the  Uruguay  Round  to  reduce  their  sub- 
sidies. 

While,  again,  methodologically  it  is  hard  to  demonstrate  a  firm 
link  between  those  efforts  to  achieve  a  desired  trade  policy  outcome 
and  the  actual  outcome,  there  has  been  some  success  in  the  OECD 
in  reducing  credit  subsidies  and  success  in  the  Uruguay  Round  of 
the  GATT  in  reducing  agriculture  price  subsidies  for  exports. 

Another  area  where  the  Government  has  been  fairly  active  in  re- 
cent years  has  been  advocacy,  both  to  offset  advocacy  efforts  on  the 
part  of  foreign  governments  supporting  their  firms,  and  in  areas 
where  Grovemment  procurement  is  on  the  table  and  advocacy  helps 
establish  the  bona  fide  and  credibility  of  the  U.S.  companies. 

If  we  are  looking  for  opportunities  for  cost  savings,  we  went  back 
and  culled  through  all  the  work  we  have  done  in  recent  years  on 
a  whole  host  of  Government  trade  programs,  and  we  think  that 
there  are  opportunities  for  cost  savings  in  the  trade  promotion  area 
that  will  help  lead  to  a  more  efficient  trade  program  within  the 
Government. 

We  were  very  active  in  1991  and  1992  in  efforts  to  get  the  TPCC 
placed  into  law  in  the  Export  Enhancement  Act  of  1992.  This  law 
placed  a  requirement  on  the  TPCC  to  develop  priorities  and  a 
budget  that  would  integp'ate  trade  programs  across  the  Government 
in  the  hope  of  achieving  a  much  more  cost-effective  and  rational 
approach  that  reflected  an  expenditure  of  taxpayer  funds  that,  in 
fact,  met  some  national  priorities  and  legitimate  needs. 

TPCC  made  some  progress  in  this  area  but  certainly  not  a  lot, 
as  you  pointed  out  in  your  opening  comments  with  respect  to  the 
budget  for  these  programs.  We  think  there  are  opportunities  to 
save  money  in  areas  like  the  Public  Law  480,  Title  I  Food  Aid  Pro- 
gram, which,  in  fact,  has  economic  development  and  market  devel- 
opment objectives  much  more  than  food  aid  objectives. 

Also,  we  think  there  is  opportunity  to  save  money  on  cargo  pref- 
erence when  applied  to  the  Public  Law  480  Program. 

We  think  the  Market  Promotion  Program  at  Agriculture,  which 
has  used,  as  we  pointed  out  over  the  years,  taxpayer  funds  to  sup- 
port some  large  profit-making  companies,  advertising  overseas,  de- 
serves close  scrutiny.  With  the  success  in  the  Uruguay  Round 
agreements  to  reduce  export  subsidies  for  agriculture,  the  Export 
Enhancement  Program  needs  to  be  looked  at  carefully,  as  well. 

The  Export  Credit  Guarantee  Program  at  Agriculture  is  an  ex- 
tremely expensive  progpram.  We  believe  that  many  can  be  saved  if 
the  riskiness  of  the  countries  permitted  to  purchase  U.S.  agricul- 
tural exports  with  Federal  Government  guarantees  was  monitored 
a  little  more  carefully. 

Basically,  that  summarizes  the  material  in  my  statement;  and  I 
really  look  forward  to  having  the  opportunity  to  respond  to  ques- 
tions you  have  and  discussing  the  issues  further. 

Chairman  Manzullo.  We  appreciate  that.  I  look  forward  to  ask- 
ing you  the  question:  What  do  we  do  now?  I  am  sure  you  will  have 
some  suggestions  on  that. 

[Mr.  Mendelowitz'  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Next  witness  is  Dean  Stansel  with  the 
CATO  Institute.  Dean. 


TESTIMONY  OF  DEAN  STANSEL,  FISCAL  POLICY  ANALYST,  THE 

CATO  INSTITUTE 

Mr.  Stansel.  Thanks,  good  afternoon.  I  want  to  thank  you  for 
having  me  here  to  testify  on  these  programs.  It  is  really  refreshing 
this  year  to  see  the  close  scrutiny  Congress  is  paying  to  not  only 
these  programs  but  a  lot  of  other  programs  as  well. 

The  first  program  I  want  to  talk  about  here  is  perhaps  the  most 
egregious  of  the  many  export  promotion  programs,  and  that  is  the 
market  promotion  program  in  the  Agriculture  Department,  with  a 
$110  million  budget  in  fiscal  year  1995.  I  was  looking  through  the 
Agriculture  Department's  own  numbers  and  I  pulled  out  a  few 
highlights  here  and  there  as  to  where  this  money  goes. 

In  the  1993  MPP  budget,  nearly  $1.5  million  of  taxpayer  funds 
went  to  private  companies  to  advertise  mink  furs  overseas,  more 
than  $125,000  of  taxpayer  funds  went  to  advertise  frozen  bovine 
semen,  and  nearly  $120,000  to  advertise  alligator  hides.  As  is  true 
with  a  lot  of  these  export  promotion  programs,  this  money  dis- 
proportionately goes  not  to  small  businesses  but  rather  to  Ameri- 
ca's largest  corporations. 

In  the  1993  MPP  budget,  for  instance,  Sunkist  received  $6.6  mil- 
lion; Ernest  and  Julio  Gallo,  $4.9  million;  the  Dole  Company,  $1.6 
million.  The  list  goes  on  and  on. 

Of  the  many  export  promotion  programs  out  there,  I  have  chosen 
to  focus  on  six  of  them.  Fiscal  year  1995  spending  on  those  six  pro- 
grams alone  consumes  $2  billion  of  taxpayer  funds.  In  addition  to 
the  MPP,  the  other  five  programs  are  the  Export  Enhancement 
Program  in  the  Agriculture  Department,  over  $900  million;  the 
Traae  Development  Program  in  Commerce's  International  Trade 
Administration,  $70  million;  the  U.S.  and  Foreign  Commercial 
Service,  also  in  the  Commerce  Department's  ITA,  $160  million;  the 
Export-Import  Bank,  more  than  $610  million  of  taxpayer  funds; 
and,  finally,  the  Foreign  Agricultural  Service  in  the  Agriculture  De- 
partment, $110  million. 

Now,  my  written  testimony  provides  a  brief  description  of  each 
of  these  programs,  so  I  won't  go  into  that  here  in  the  interest  of 
timeliness,  but  one  thing  I  want  to  address  is  some  of  the  argu- 
ments made  by  the  proponents  of  these  programs.  As  you  know,  it 
is  often  said  that,  well,  if  the  Grovernment  doesn't  step  in  and  pro- 
vide trade  information  or  export  services,  then  private  firms,  espe- 
cially small-  and  medium-sized  ones,  won't  get  that  information 
and  those  services  because  they  don't  have  the  resources  to  obtain 
them. 

Now,  I  have  several  responses  to  this.  First  of  all,  this  implies 
that  somehow  the  American  business  community  and  the  American 
work  force  is  disabled.  The  point  is  that  we  have  the  best  work 
force  in  the  world.  American  businesses  don't  need  a  Government 
Program  to  survive  nor  to  compete  with  those  in  other  countries. 
What  they  need  is  for  Government  to  get  out  of  the  way. 

In  addition,  trade  information  and  export  services  are  just  like 
any  other  economic  goods.  That  is,  any  business  that  feels  they 
would  benefit  from  these  goods  by  the  law  of  supply  and  demand 
would  be  willing  to  pay  a  certain  price.  Those  who  benefit  from  it 
should  pay  for  it.  The  taxpayers  shouldn't  be  forced  to  provide 
these  goods  for  them.  Taxpayer  dollars  should  not  be  used  to  prop 


up  the  bottom  line  of  private  businesses,  regardless  of  the  size  of 
those  businesses. 

It  is  also  alleged  that  Government  needs  to  provide  these  serv- 
ices because  the  private  sector  isn't  doing  it.  However,  this  is  one 
of  those,  what  came  first,  the  chicken  or  the  egg,  kinds  of  situa- 
tions, in  that  you  have  taxpayer  dollars  used  to  provide  these  serv- 
ices, often  for  free  or  at  least  below  market  rate  prices.  As  a  result, 
private  industry  can't  compete  because  they  are  being  outbid  bv 
their  own  tax  dollars.  Then,  in  turn,  when  private  industry  doesn  t 
provide  trade  information  and  export  services,  that  is  used  as  a  jus- 
tification for  spending  still  more  taxpayer  dollars  to  provide  more 
of  these  kinds  of  services.  So,  we  haven't  really  seen  a  true  test  of 
whether  private  industry  can  provide  these  things. 

Finally,  in  closing,  Grovernment  should  not  —  simply  not  be  in 
the  business  of  spending  taxpayer  dollars  to  promote  exports. 
Three  simple  reasons:  First,  it  is  unconstitutional.  Nowhere  in  the 
Constitution  is  the  Federal  Government  granted  the  power  to 
spend  general  taxpayer  dollars  to  promote  the  specific  interest  of 
specific  businesses  or  specific  industries.  It  is  just  not  there. 

If  you  look  back  to  the  1800's  when  Grover  Cleveland  was  Presi- 
dent, he  would  frequently  veto  spending  bills;  and  he  would  say,  I 
find  no  warrant  for  such  an  appropriation  in  the  Constitution.  You 
just  don't  hear  that  anymore. 

Second,  it  is  too  expensive.  The  six  programs  I  discussed  alone 
account  for  $2  billion  of  taxpayer  money  just  in  this  fiscal  year.  If 
the  goal  is  to  promote  economic  growth,  that  money  would  be  put 
to  much  better  use  if  left  in  the  hands  of  its  original  owners,  that 
is,  the  American  taxpayers. 

Third,  it  doesn't  work.  It  is  really  difficult  to  believe  that  some- 
how Government  employees  have  a  better  ability  to  promote  the  ex- 
ports of  private  businesses  than  the  owners  of  those  businesses 
themselves.  I  mean,  after  all,  business  owners  and  shareholders 
have  their  own  money  at  risk.  All  that  Government  employees  of 
these  programs  have  at  risk  is  the  taxpayer  dollars. 

I  would  urge  you  to  terminate  all  of  these  export  promotion  pro- 
grams. Thank  you. 

Chairman  Manzullo.  Well,  that  is  not  very  subtle.  I  certainly 
understand  your  perspective  on  it  and  appreciate  your  testimony. 

[Mr.  Stansel's  statement  may  be  found  in  the  appendix. 1 

Chairman  Manzulix).  Our  next  witness  is  Dr.  Jennifer  Bremer 
from  the  Kenan  Institute. 

TESTIMONY  OF  JENNIFER  BREMER,  DEPUTY  DIRECTOR  OF 
INTERNATIONAL  BUSINESS  EDUCATION  CENTER,  KENAN  IN- 
STITUTE  OF  PRIVATE  ENTERPRISE  OF  THE  UNIVERSITY  OF 
NORTH  CAROLINA  AT  CHAPEL  HHX 

Ms.  Bremer.  Thank  you  very  much.  I  really  appreciate  the  op- 
portunity to  come  before  you  today  to  discuss  our  findings  on  ex- 
port assistance  to  America's  small  and  midsize  manufacturers. 

There  has  never  been  a  time  of  greater  need  to  expand  America's 
exports,  but  there  has  also  never  been  a  time  of  greater  urgency 
to  reexamine  and  question  every  program  of  the  Federal  Govern- 
ment and  to  be  sure  that  it  is  filling  a  real  need  and  it  is  not  iust 
displacing  something  that  the  private  sector  could  do  as  well  or 
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better.  Export  assistance  programs  have  come  under  particular  at- 
tack as  unnecessary  and  ineffective,  a  form  of  corporate  welfare. 

We  are  pleased  to  be  able  to  offer  our  perspective  on  this  issue 
based  on  our  own  concrete  experience  with  these  programs  and  on 
a  survey  of  250  small  and  midsize  manufacturers  that  we  com- 
pleted this  spring.  I  would  also  like  to  comment  briefly  on  the  eco- 
nomic rationale  for  Government  export  support. 

Since  our  time  today  is  very  short,  let  me  summarize  my  main 
conclusions  briefly,  and  then  our  conclusions  are  covered  in  more 
detail  in  our  written  testimony,  and  I  would  be  glad  to  answer  any 
questions. 

There  is  broad  agreement  in  the  export  development  field  that 
small  or  midsize  exporters  need  two  things  to  succeed:  They  need 
information  on  export  markets,  and  they  need  finance.  Our  overall 
conclusion  is  that  the  Federal  Grovemment  is  playing  an  important 
role  in  providing  market  intelligence  to  these  firms,  and  doing  a 
reasonably  good  job  of  it,  but  that  it  is  not  having  an  impact  on 
export  finance. 

Turning  to  our  specific  conclusions,  let  me  say,  first,  that  Govern- 
ment support  is  important  to  U.S.  exporters.  Government  assist- 
ance is  particularly  important  to  providing  basic  information  to  ex- 
porters on  where  the  markets  for  their  products  are  and  how  best 
to  break  into  those  markets.  Our  survey  found  that  Government 
export  services  provide  40  to  45  percent  of  all  useful  information 
services  to  small  and  midsize  exporters,  and  this  does  not  include 
the  extensive  use  made  of  Government  information  by  other  service 
providers,  including  trade  associations,  shippers  and  private  con- 
sultants. 

Second,  Grovernment  is  relatively  less  important  and  much  less 
effective  in  helping  companies  to  use  this  information  to  link  up 
with  customers  overseas  or  to  handle  the  mechanics  of  exporting, 
such  as  shipping  and  finance.  More  than  three-quarters  of  the  use- 
ful assistance  in  these  areas  came  from  the  private  sector,  includ- 
ing both  nonprofits,  such  as  trade  associations,  and  private  compa- 
nies. I  should  say  the  majority  of  it  came  from  private  companies, 
many  of  whom  come  in  as  the  exporter  moves  closer  to  an  actual 
sale. 

Third,  the  U.S.  Department  of  Commerce  is  the  most  important 
source  of  Government  assistance,  and  it  is  the  largest  single  source 
of  information  for  small-  and  midsize-companies.  More  than  a  third 
of  all  the  information  services  that  companies  received  came  from 
the  Federal  Government,  and  nearly  all  of  it  came  from  the  Depart- 
ment of  Commerce. 

I  would  have  to  say  that  SBA  and  other  programs  were  almost 
invisible  to  the  manufacturers  we  surveyed.  In  our  own  programs, 
we  have  also  found  Commerce  to  be  by  far  the  most  useful  source 
of  Federal  assistance  for  small  and  midsize  companies  and  have 
found  the  other  sources  not  to  be  helpful. 

Fourth,  the  administration  deserves  real  credit  for  improving  the 
programs  of  the  Commerce  Department,  both  for  focusing  these 
programs  on  the  most  promising  sectors  and  country  markets  and 
for  expanding  support  to  critical  service  exports  through  initiatives 
such  as  an  advocacy  program.  Nonetheless,  our  survey  and  our  own 


experience  reveal  that  there  is  still  a  great  deal  of  room  for  im- 
provement in  the  quality  of  Federal  export  support. 

Finally,  there  remains  a  major  gap  in  the  availability  of  export 
finance,  and  this  gap  is  not  being  effectively  addressed.  Eximbank, 
which  is  by  far  the  largest  program,  finances  only  3  percent  of  U.S. 
exports;  and  well  over  80  percent  of  Eximbank  funding  goes  to  larg- 
er companies.  In  1994,  Eximbank  authorized  about  1,200  small 
business  credit  transactions  or  about  1  deal  for  every  100  small 
and  midsize  exporters.  Given  the  central  role  of  large  companies  in 
U.S.  exports,  this  use  of  resources  may  well  be  appropriate,  but  it 
still  leaves  small  and  midsize  companies  uncovered. 

An  important  strategy  for  improving  Federal  trade  program  per- 
formance with  reduced  funds  is  to  work  more  closely  with  the  pri- 
vate and  nonprofit  sector,  such  as  trade  associations,  and  with 
State  and  local  government.  These  non-Federal  entities  are  playing 
an  increasingly  important  role,  but  we  found  that  their  real  level 
of  support  falls  far  short  of  their  rhetoric.  The  growth  of  these  pro- 
grams changes  the  role  of  the  Federal  Government,  but  it  does  not 
replace  it,  both  because  these  programs  are  still  very  spotty  in 
their  coverage  and  because  they  depend  to  a  large  extent  on  the  in- 
formation and  overseas  support  of  the  Commerce  Department. 

The  impact  of  U.S.  export  assistance  could  be  increased  by  closer 
cooperation  between  Federal  and  non-Federal  Programs  at  home, 
but  private  and  State  Programs  are  no  substitute  for  the  Depart- 
ment of  Commerce,  particularly  abroad. 

Let  me  close  by  commenting  briefly  on  why  Federal  Grovemment 
action  is  appropriate  and  necessary  in  export  promotion  and  par- 
ticularly in  providing  information  to  exporters. 

There  are  two  fundamental  rationales  for  Government  action  in 
this  area,  which  I  might  note  differ  or  are  in  addition  to  the  ones 
that  were  mentioned  by  Allan. 

First,  the  collection  of  basic  information  on  overseas  markets  is 
an  activity  with  high  or  infinite  economies  of  scale.  Almost  all  of 
the  cost  is  associated  with  gathering  information  and  keeping  it 
current,  which  requires  a  worldwide  network  of  trade  analysts  cov- 
ering a  wide  range  of  products.  Once  collected,  the  additional  cost 
of  disseminating  it  to  a  particular  firm  is  virtually  nothing.  This 
situation  is  a  classic  cause  of  market  failure,  called  the  bridge  prob- 
lem by  economists,  because  it  prevents  the  market  from  pricing  in- 
formation effectively. 

There  is  just  no  way  to  gather  and  disseminate  information  to 
tens  of  thousands  of  small  and  midsize  firms  at  a  profit;  and,  there- 
fore, no  company  or  private  consulting  firm  will  provide  this  func- 
tion, critical  though  it  is  to  export  growth. 

I  would  note  that  there  are  a  number  of  consultants  that  work 
in  this  area.  They  concentrate  overwhelmingly  in  the  later  stages 
of  the  export  process.  They  simply  cannot  maice  money  in  the  ear- 
lier stages  of  basic  information. 

Large  companies  have  overseas  offices  but  do  not  share  informa- 
tion with  their  small  competitors.  Major  consulting  firms  conduct 
market  research  overseas,  but  it  is  generally  not  available  to  small- 
and  midsize-companies. 

If  the  Government  and  the  Department  of  Commerce,  in  particu- 
lar,  did  not  collect  and  disseminate  this  information,  it  simply 
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would  not  be  available  to  small  and  midsize  companies.  At  a  cost 
of  only  one-twentieth  of  a  cent  per  dollar  of  U.S.  exports,  this  has 
to  be  one  of  the  best  bargains  around. 

Second  and  equally  important,  Federal  export  promotion  pro- 
grams spread  risk  in  proportion  to  return.  When  a  company  moves 
into  exports,  its  owners  bear  all  of  the  risk,  but  the  return  is 
shared  by  its  employees,  by  the  U.S.  economy  as  a  whole,  and  by 
other  companies  that  follow  its  lead  into  the  market.  Our  research 
showed  that  companies  learn  overwhelmingly  from  each  other, 
from  other  companies  that  are  already  exporting.  By  reducing  the 
cost  to  exporters,  particularly  in  the  early  information-gathering 
stage  when  sales  are  still  very  uncertain  and  distant,  the  Grovem- 
ment  reduces  their  risk  and  promotes  more  efficient  economic  ac- 
tivity than  would  arise  from  companies  acting  alone. 

Export  promotion  service  constitutes  a  tiny  share  of  U.S.  inter- 
national affairs  expenditures.  The  total  International  Trade  Admin- 
istration budget  is  only  about  1  percent  of  the  international  affairs 
line  —  most  of  the  money  is  in  the  agriculture  programs.  But  this 
is  money  well  spent  for  the  good  of  the  U.S.  economy. 

Thank  you  for  the  opportunity  to  come  before  you  today,  and  I 
would  be  glad  to  answer  any  questions. 

Mrs.  Clayton.  I  just  want  to  enter  into  the  record  that  Dr. 
Bremer  is  from  one  of  the  finest  institutions  in  this  country  and 
happens  to  be  in  my  State,  so  I  want  to  acknowledge  her  and  wel- 
come her,  with  all  due  deference  to  anybody  else  who  has  a  fine 
institution  in  their  States.  So,  I  want  to  state  for  the  record  that 
she  is  welcome. 

Ms.  Bremer.  Thank  you. 

[Ms.  Bremer's  statement  may  be  found  in  the  appendix.] 

Chairman  Manzullo.  Thank  you  very  much.  We  appreciate  the 
three  of  you  coming  here  this  afternoon. 

As  Mrs.  Clayton  stated  in  her  opening  statement,  there  is  a  myr- 
iad of  programs  spread  throughout  19  different  agencies;  and  we 
know  that  there  are  budgetary  constrictions.  My  goal  as  Chairman 
is  to  make  sure  that  what  is  left  in  export  promotion  will  be  the 
most  comprehensive  source  of  help  that  can  be  available  to  small 
businesses  within  the  constraints  of  a  very  tight  budget. 

Allan,  I  always  am  amazed  at  the  manner  in  which  you  tackle 
these  very  complicated  problems.  I  presume  that  the  GAO  has  the 
expertise  to  be  able  to  invade  these  sacred  areas  and  come  up  with 
some  startling  conclusions,  and  the  only  person  that  you  have  to 
be  responsible  to  is  the  taxpayer,  and  I  appreciate  that  fact. 

I  have  a  couple  of  questions  here.  In  your  testimony,  Allan,  you 
argued  that  export  promotion  programs  cannot  produce  a  substan- 
tial change  in  the  U.S.  trade  balance,  nor  can  they  produce  a  sub- 
stantial number  of  jobs.  Macroeconomic  factors  play  a  larger  role. 
This  is  a  similar  conclusion  contained  in  the  CRS  report  entitled. 
The  Economics  of  Export  Promotion,  with  which  I  presume  you  are 
familiar.  How  would  you  respond,  as  an  economist,  to  the  need  for 
trade  promotion  programs? 

Mr.  Mendelowitz.  That  is  the  question.  I  think  that  a  key  issue 
on  the  table  is  the  issue  of  economic  efficiency,  and  I  think  that  is 
where  both  the  opponents  and  the  supporters  join  the  debate. 
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If  you  look  at  international  trade  from  the  perspective  of  how  an 
economist  would  look  at  international  trade,  I  think  that  the  best 
analogy  that  I  can  come  up  with  is  that  international  trade  is  a  bit 
like  a  new  or  a  superior  technology. 

What  a  superior  technology,  in  an  economic  sense,  lets  you  do  is, 
with  your  available  resources  —  labor,  capital,  natural  resources  — 
get  more  production  than  previously,  and  you  can  raise  your  stand- 
ard of  living. 

What  international  trade  permits  you  to  do  is  basically  the  same 
thing.  By  producing  things  you  produce  relatively  efficiently  and 
exporting  them  and  importing  those  things  that  you  produce  rel- 
atively inefficiently,  you  are  able  to  achieve  a  higher  real  standard 
of  living  than  would  be  possible  without  it.  Therefore,  support  for 
trade  promotion  programs  from  a  purely  efficiency  perspective  re- 
volves around  the  ability  of  expanding  those  benefits  from  inter- 
national trade. 

To  the  extent  that  U.S.  companies  have  products  that  are  com- 
petitive on  world  markets,  but  they  are  not  being  exported  because 
of  some  failure  in  the  market,  export  promotion  programs  can  help. 
This  is  true  whether  it  be  the  failure  of  capital  markets  to  provide 
certain  kinds  of  export  finance,  incomplete  information,  technical 
barriers,  or  the  fact  that  the  U.S.  economy  is  so  big  that  U.S.  firms 
which  are  competitive  but  are  still  small  enough  not  to  be  able  to 
exhaust  the  possibilities  offered  by  the  U.S.  market  need  an  extra 
boost  to  get  into  exporting.  I  think  that  these  arguments  probably, 
from  a  conceptual  perspective,  provide  the  greatest  justification. 

If  we  have  goods  that  are  competitive  on  world  markets,  but  not 
all  of  them  are  being  exported,  then  we  are  not  exporting  at  the 
level  we  could  be  exporting  at,  and  there  are  opportunities  for  im- 
proving the  real  standard  of  living  in  this  country.  Export  pro- 
motion can  change  the  mix  of  what  we  do  export  but  not  the  level. 
Still,  by  changing  the  mix,  we  can  make  ourselves  better  off  in  a 
real  economic  sense. 

Chairman  Manzullo.  So  what  is  your  call? 

Mr.  Mendelowitz.  Well,  I  would  say  that 

Chairman  Manzullo.  I  know  that  is  not  a  fair  question.  Go  as 
far  as  you  can. 

Mr.  Mendelowitz.  In  terms  of 

Chairman  Manzullo.  Then  tell  me  when  you  have  gone  as  far 
as  you  can. 

Mr.  Mendelowitz.  You  are  basically  saying,  should  we  have 
these  programs?  I  would  say  that,  ultimately,  that  is  a  congres- 
sional call. 

If  you  are  looking  at  reducing  expenditures  on  food  stamps  and 
on  school  lunches,  then  export  promotion  has  to  be  in  the  pot  and 
has  to  be  looked  at  in  terms  of  everything  that  Congress  is  consid- 
ering spending  money  on  or  cutting  expenditures  on.  So,  I  can't  say 
you  have  to  do  this  or  you  don't  have  to  do  that. 

If  you  are  asking  me  from  a  purely  analytical  perspective  if  there 
are  good  justifications  for  having  export  promotion  programs,  the 
answer  is  yes.  If  you  are  asking  me  if  all  the  funds  being  currently 
spent  are  being  spent  as  efficiently  as  possible,  the  answer  is  no. 
Is  it  possible  to  reduce  some  expenditures  in  the  trade  area,  make 
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some  organizational  changes  and  do  better  than  we  are  doing?  I 
think  the  answer  is  unequivocally  yes. 

Chairman  Manzullo.  Dean,  what  would  your  response  be  to  my 
question? 

Mr.  Stansel.  I  would  say  terminate  all  these  programs.  That  the 
notion  that  somebody,  somehow,  anybody  —  in  particular  a  body 
that  is  run  by  the  Government  —  can  just  come  up  with  all  this 
knowledge  as  to  what  is  the  best  way  to  make  a  company  profit- 
able, I  think  that  is  unfounded.  That  is  what  the  market  process 
is  for,  and  what  the  Government  needs  to  do  is  get  out  of  the  way 
so  these  companies  can  be  more  profitable. 

Chairman  Manzullo.  Dr.  Bremer,  your  response. 

Ms.  Bremer,  I  guess  if  I  had  the  tie  breaker,  I  am  going  to  vote 
with  Allan.  I  think  that  the  best  of  these  programs  are  very  useful. 

There  certainly  are  areas  that  could  be  reduced.  I  think  some  of 
the  smaller  programs  at  some  of  the  marginal  agencies  could  defi- 
nitely be  reduced,  and  I  think  the  agricultural  programs  could  cer- 
tainly be  scaled  back. 

But  if  you  are  a  small  company  and  you  are  trying  to  find  what 
is  the  market  for  heating  and  air-conditioning  equipment  in  Tai- 
wan, if  you  can't  turn  to  a  Department  of  Commerce  report  or  you 
can't  hire  somebody  who  knows  how  to  get  that  report,  there  is  al- 
most no  way  to  find  out. 

Chairman  Manzullo.  We  had  a  hearing  last  week  on  agriculture 
export  programs,  and  one  of  the  witnesses  testified  that  a  company 
which  employs  a  thousand  people  received  a  grant  for  $50,000  to 
sell  poultry  products  in  Japan,  and  I  asked  the  official  —  do  you 
remember  that,  Mrs.  Clayton? 

Mrs.  Clayton.  I  remember  you  asking  if  the  grant  should  be 
paid  back.  That  was  the  issue. 

Chairman  Manzullo.  He  talked  about  how  great  this  $50,000 
was,  and  how  it  helped  this  little  town  of  3,000  and  I  asked,  did 
you  ever  think  about  asking  the  recipient  of  this  money  to  pay  it 
back?  He  looked  at  me;  and  he  said,  well,  it  is  paid  back  in  terms 
of  lower  unemployment  in  the  area. 

Mrs.  Clayton  and  I  talked  about  that  afterwards.  It  sort  of  point- 
ed out  that  if  a  company  of  a  thousand  employees  couldn't  come  up 
with  $50,000  for  a  trade  promotion  program  —  certainly  there  has 
to  be  a  better  way  to  at  least  recycle  the  resources  if  the  invest- 
ment paid  off. 

Let  me  yield  to  Mrs.  Clayton, 

Mrs.  Clayton.  Well,  I  think  we  have  among  the  panelists  those 
who  want  to  give  —  we  have  all  views.  Clearly,  Mr,  Dean  Stansel 
is  very  clear,  eliminate;  and  Mr.  Allan 

Mr.  Mendelowitz.  Allan  is  usually  sufficient. 

Mrs.  Clayton  [continuing],  is  very  careful  to  protect  his  status 
not  to  advise  the  Government  role,  in  spite  of  our  Chairman  trying 
to  push  him,  to  a  role  beyond  his  scope,  to  give  an  analytical  view 
in  terms  of  the  issue. 

I  kind  of  want  to  take  Mr.  Stansel's  position  and  ask  you  if  your 
analysis  to  eliminate  is  based  that  you  can't  find  a  place  in  the 
Constitution  that  says  you  should  support  the  special  business.  Is 
it  your  view  that  when  we  support  the  general  economy  and  re- 
move barriers  for  businesses  —  all  businesses,  American  business, 
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or  to  assist  in  the  general  welfare  through  business  activity,  is  that 
not  just  —  I  mean,  why  do  you  need  to  have  —  I  can  just  make 
a  case  analytically  in  the  Constitution  for  the  general  welfare  of 
this  country.  We  should  be  expending  those  things  that  would  sup- 
port the  economy  in  this  area.  I  may  not  be  for  certain  —  agri- 
culture, i.e.,  shouldn't  be  for  certain  electronic  products,  but  just 
general.  Is  there  any  basis  for  my  assertion? 

Mr.  Stansel.  Well,  that  assertion  is  made  quite  frequently  and 
has  been  over  the  years  and  has  been  the  justification  for  a  lot  of 
expansion  of  Government.  But  I  would  take  issue  with  the  notion 
of  saying  to  McDonald's,  here  is  a  million  to  advertise  your  Chicken 
McNuggets  in  Singapore,  that  that  benefits  quote,  unquote,  the 
general  welfare.  It  clearly  benefits  the  welfare  of  a  very  specific  in- 
terest, McDonald's. 

Mrs.  Clayton.  If  there  were  anywhere  that  they  didn't  get  a  mil- 
lion dollars,  is  there  anything  in  the  export  promotion  or  technical 
assistance  that  you  can  see  would  be  for  the  general  welfare  of  this 
country? 

Mr.  Stansel.  Again,  it  is  merely  my  opinion  that  that  is  simply 
not  a  role  of  Government. 

Mrs.  Clayton.  To  provide  general  information  that  people  can 
have? 

Mr.  Stansel.  Correct.  Frankly,  if  you  were  a  businessperson  and 
you  wanted  some  solid,  reliable  information  on  overseas  export  op- 
portunities, would  you  really  go  to  a  Grovernment  organization?  As- 
suming you  had  to  pay  a  market  rate,  would  you  go  to  a  private 
organization  or  a  Government  organization?  I  would  say,  why  go  to 
the  same  Government  that  has  brought  us  $500  toilet  seats  and 
the  postal  service? 

Mrs.  Clayton.  See,  I  don't,  in  my  question,  make  any  assump- 
tion of  a  negative  connotation  that  you  have  just  asserted.  I  am 
just  asking  the  question,  is  there  any  analytical  basis  for  which  the 
Government  should  have  a  role  in  promoting  general  information 
that  would  enhance  the  economy  of  business  in  general?  I  may  con- 
cede that  there  are  some  —  you  used  the  word  egregious  examples 
that  need  to  be  eliminated,  but  is  there  any  role  you  could  perceive 
at  all  or  you  are  just  so  philosophically  against  that,  there  is  no 
basis  for  entering  a  dialogue  with  you? 

Mr.  Stansel.  Right.  I  think  the  crux  of  the  issue  is,  is  there  any- 
thing the  Government  can  do  in  this  area  in  terms  of  providing  in- 
formation that  would,  in  fact,  enhance  the  general  economy?  I 
would  argue  that  there  isn't. 

But,  there  is  certainly  room  for 

Mrs.  Clayton.  Is  it  of  any  significance  that  barriers  with  other 
countries  subsidizing  very  heavily  certain  products  and  businesses 
put  us  at  a  decisive  disadvantage?  Is  that  of  any  value  at  all  in 
your  consideration? 

Mr.  Stansel.  That  is  certainly  a  different  question.  I  think  that 
the  role  of  the  Government  should  be  to  stay  out  of  the  way,  that 
we  should  promote  free  trade,  setting  the  example  for  being  free 
traders  and  not  setting  up  these  kind  of  barriers.  I  don't  think 

Mrs.  Clayton.  I  am  saying  removing  barriers. 

Mr.  Stansel.  Removing  our  own  barriers? 
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Mrs.  Clayton.  No,  removing  barriers  that  are  existing.  Like  in 
addition  to  France,  subsidizing  very  strongly  their  agriculture, 
their  farmers  that  sell  wheat,  cannot  overcome  certain  barriers 
there.  So,  is  there  any  reason  to  want  to  level  the  playing  field,  as 
Allan  had  indicated? 

Mr.  Stansel.  Well,  I  would  say  that  if  France  is  subsidizing 
their  industry,  they  are  a  sovereign  nation;  there  is  really  nothing 
the  U.S.  Government  can  do  to  make  them  stop. 

Mrs.  Clayton.  No.  But  is  there  any  way  for  us  to  enhance  the 
level  playing  field? 

Mr.  Stansel.  I  would  say  that  is  not  a  legitimate  justification  for 
taking  taxpayer  dollars  and  using  it  in  that  way. 

Mrs.  Clayton.  There  is  no  role  whatsoever,  in  your  view,  that 
the  Government  can  enhance  the  general  economy  of  this  country? 

Mr.  Stansel.  By  getting  out  of  the  way. 

Mrs.  Clayton.  1  got  you. 

Well,  may  I  ask  also,  Allan,  if  your  recommendation  that  you 
made  in  1992  about  the  consolidation  of  the  various  programs,  do 
you  feel  that  there  has  been  any  —  well,  you  said  there  was  some 
progress,  but  I  wonder  if  you  would  share  with  us  where  you 
thought  the  trade  promotion  coordination  committee,  what  areas 
that  they  could  do  better,  or  is  there  some  legislative  corrective  ac- 
tivities that  you  would  recommend  to  us  to  make  sure? 

Mr.  Mendelowitz.  When  we  came  up  with  the  proposal  to  put 
the  TPCC  into  statute  and  create  the  national  strategy  and  the 
unified  budget,  the  proposal  really  was  what  I  would  call  a 
minimalist  approach  to  addressing  the  problem. 

As  we  had  pointed  out  in  1992,  there  is  a  lot  of  money  being 
spent  across  the  Government.  Yet,  nobody  looked  at  export  pro- 
motion as  if  there  were  a  program  area.  There  was  no  single  budg- 
et function  category  for  export  promotion.  Three  different  Associate 
Programs  Directors  at  0MB  had  some  responsibility  for  export  pro- 
motion expenditures.  There  was  no  priority  setting. 

To  address  this  problem  we  considered  all  the  possible  alter- 
natives of  how  to  fix  it.  We  looked  at  the  maximalist  solution, 
which  would  have  been  to  create  a  department  of  trade,  and  put 
everything  trade  related  into  it;  some  intermediate  steps;  and,  of 
course,  the  minimalist  solution,  which  was  to  do  it  through  the 
TPCC. 

We  recommended  the  minimalist  solution  for  two  reasons.  One 
was  that  we  felt  that  it  was  viable.  It  was  something  that  could  get 
passed  because  it  seemed  to  be  reasonable  and  it  didn't  step  on  a 
lot  of  toes  or  gore  a  lot  of  sacred  cows.  We  felt  at  that  time  that 
we  should  try  this  minimalist  approach;  and  if  TPCC  made  good 
progress  in  resolving  the  problems,  great.  If  it  didn't  make  good 
process,  then  that  would  form  a  basis  for  taking  a  more  dramatic 
approach  to  trying  to  address  the  problem. 

What  has  been  achieved  so  far  under  the  1992  act  has  been  a  few 
dramatic  efforts,  and  a  large  number  of  incremental  ones,  which  I 
think,  taken  as  a  whole,  do  represent  improvements  over  the  situa- 
tion that  existed  before  the  enactment  of  the  TPCC  strategic  plan- 
ning process.  But  what  has  not  happened  is  that  there  really  are 
still  no  national  priorities  or  a  unified  budget,  which  determine 
what  the  President  is  going  to  ask  for  in  terms  of  the  programs  in 
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terms  of  a  much  more  rational  approach  to  setting  the  budgets 
across  the  Government  for  trade  promotion  and  other  trade-related 
activities  really  has  not  taken  place  yet. 

The  trade  budget  that  appears  in  the  President's  budget  and  in 
the  TPCC  reports  are  budgets  created  after  the  fact.  After  all  the 
agency  budgets  were  determined,  they  then  went  back,  pulled  the 
numbers  out  that  relate  to  the  trade  activities  of  these  agencies 
and  put  them  into  a  single  chart.  So,  that  is  not  a  real  improve- 
ment. 

Because  the  Congress  this  year  is  acting  so  dramatically  to  focus 
on  what  the  appropriate  Grovernment  role  is  in  a  whole  host  of 
areas,  because  the  Congress  is  willing  to  consider  whether  agencies 
should  be  shut  down  or  new  agencies  should  be  —  well,  I  don't 
think  anybody  is  talking  about  creating  new  agencies  just  yet.  But 
agencies  could  be  shut  down,  functions  could  be  ended.  I  think  this 
presents  an  opportunity  to  move  the  trade  debate  to  the  next  level, 
which  is,  while  all  these  quite-extensive  changes  are  being  consid- 
ered, what  kind  of  extensive  changes  can  we  consider  with  respect 
to  making  the  trade  area  more  efficient  and  more  effective? 

Mrs.  Clayton.  Let  me  just  push  this  a  little  further. 

I  would  want.  Dr.  Bremer,  just  to  comment  on  —  your  comment 
was  that  in  the  area  where  small  business  felt  most  advantaged 
through  the  assistance  of  Government  was  in  information,  but  per- 
haps where  there  still  was  a  need  or  there  was  limited  amount  of 
value  so  far  was  in  the  availability  of  capital. 

Do  you  have  recommendations  there?  Apparently,  this  is  the  pur- 
view of  the  private  sector.  My  understanding  of  why  Eximbanlc  is 
there  is  to  aid  and  to  guarantee  part  of  —  our  dilemma  may  be 
contrary  to  what  Mr.  Stansel  may  say,  get  out  of  the  way;  banks 
are  not  ready  to  get  in  the  way  to  help  there.  Do  you  have  any  rec- 
ommendation how  we  fill  that  gap  or  how  we  encourage  banks  or 
what  we  should  do  in  terms  of  the  money  available? 

Ms.  Bremer.  I  would  say  that  Eximbank  is  not  the  answer,  that 
there  is  really  no  way  that  Eximbank  could  be  expanded  or  one 
would  ever  hope  to  see  Eximbank  expanded  sufficiently  to  be  able 
to  provide  particularly  the  working  capital  needs,  which  are  the 
primary  problem  for  tne  small  and  midsize  companies.  The  answer 
really  has  to  be  someplace  in  the  broader  private  sector  financial 
institutions.  That  is  something  that  we  are  actually  looking  into, 
to  try  to  understand  better  what  it  is  that  prevents  the  U.S.  pri- 
vate banks  and  other  financial  institutions  from  getting  more  in- 
volved. 

I  think  the  answer  lies  in  —  perhaps  this  would  be  a  CATC  In- 
stitute type  answer,  but  I  think  the  answer  does  lie  someplace  in 
the  regulatory  environment  that  is  discouraging  them  from  getting 
involved  in  that. 

I  think  the  Government  needs  to  play  a  facilitating  role  in  re- 
moving those  barriers  and  in  trying  to  encourage  the  development 
of  private  systems,  such  as  asset  securitization  and  secondary  mar- 
kets for  export  finance,  and  that  that  could  play  a  very  positive 
role.  But  I  do  not  think  that  Government-financed  programs,  either 
are  a  part  of  the  answer  now  for  small  and  midsize  companies  or 
really  ever  could  be. 
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Mrs.  Clayton.  OK  Thank  you. 

Chairman  Manzullo.  Let  me  throw  out  a  question  here,  get 
your  responses  and  then  give  each  of  you  the  opportunity  to  re- 
spond to  each  other.  If  you  want  to  have  a  dialogue,  that  would  be 
fine.  I  would  appreciate  it. 

Dean,  let  me  toss  the  ball  to  you.  You  are  in  favor  of  ending  all 
these  programs.  If  we  woke  up  next  Monday  morning  and  read  in 
the  paper  that  all  the  trade  promotion  programs  in  all  19  agencies, 
having  a  budget  of  $3.2  billion,  came  to  an  end,  what  would  hap- 
pen? 

Mr.  Stansel.  Well,  it  really  depends  on  what  happened  to  that 
money.  Was  that  dollar  for  dollar  linked  to  a  tax  cut,  in  other 
words? 

Chairman  Manzullo.  No.  The  headlines  read:  "All  Trade  Pro- 
motion Programs  Have  Ceased  to  Function."  Period. 

Mr.  Stansel.  OK. 

Chairman  Manzullo.  Your  fondest  desire  comes  through. 

Mr.  Stansel.  My  point  is  my  fondest  desire  would  have  involved 
a  tax  cut,  returning  that  money  to  the  taxpayer.  Just  saying,  well, 
let's  get  rid  of  these  programs  —  where  does  that  money  go? 

Chairman  Manzullo.  If  it  goes  toward  the  deficit,  that  would 
satisfy  you? 

Mr.  Stansel,  That  wouldn't  be  my  fondest  desire. 

Chairman  Manzullo.  Let's  take  the  second  fondest  desire.  What 
I  am  looking  for  is  the  implications  in  the  business  community  of 
the  immediate  ending  of  all  these  trade  promotion  programs.  I 
would  like  your  comment  on  that;  and  then,  also,  Allan  and  Dr. 
Bremer.  Please  feel  free  to  interchange  with  each  other  on  that. 

Mr.  Stansel.  The  first  thing  I  want  to  cite  is  publication  of  the 
GAO  talking  about  the  Foreign  Agricultural  Service  and  the  volu- 
minous reports  they  do.  A  GAO  report  in  1993  said,  "much  of  this 
reporting,  however,  is  put  to  little  use  either  by  USDA  or  the  U.S. 
agricultural  industry,"  My  point  being,  maybe  nothing  would  hap- 
pen. 

Mr.  Mendelowitz.  I  would  like  to  correct  the  record,  that  that 
was  not  a  GAO  report.  That  was  some  of  my  earlier  testimony, 

Mr.  Stansel.  Sorry  about  that.  If  you  look,  for  instance,  at  the 
SBA,  which  we  are  not  really  looking  at  here,  but  only  a  small  per- 
centage of  the  Nation's  small  businesses  take  advantage  of  these 
programs.  It  goes  to  a  very  small  percent.  We  are  not  talking  about 
everyone  taking  advantage  of  this.  We  are  not  talking  about  the 
sky  falling. 

Ms.  Bremer.  Well,  according  to  the  survey  that  we  did,  in  rough 
terms,  about  a  quarter  of  U.S.  exporters  said  that  they  had  used 
a  Federal  Government  service  and  about  three-quarters  didn't. 

Obviously,  it  is  possible  to  export  without  having  anything  to  do 
with  the  Department  of  Commerce  or  SBA  or  any  of  the  others, 
and  most  exporters  take  that  route.  But  I  think  that  for  the  quar- 
ter or  so  that  use  the  programs,  that  it  really  would  be  a  loss  to 
them. 

If,  for  example,  you  are  a  mid-size  engineering  company  and  you 
are  bidding  on  a  project  overseas  and  you  find  out  that  the  Korean 
competitors  are  doing  inappropriate  —  having  inappropriate  trans- 
actions with  the  local  government  and  you  can't  go  to  the  embassy 
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and  say,  can't  you  help,  can't  you  complain;  or  you  are  an  exporter 
and  you  are  trying  to  see  if  there  might  be  a  market  for  you  in 
Brazil  and  vou  have  really  no  one  to  write  to,  no  way  to  find  out 
who  might  oe  an  appropriate  consultant,  no  basic  infonnation  that 
you  can  call  on,  but  if  you  are  a  small  company,  and  don't  have  the 
$10,000  to  hop  on  a  plane  and  hire  a  private  consultant  in  Brazil, 
you  are  stuck. 

I  think  that  it  would  have  a  dampening  effect  on  the  growth  of 
U.S.  exports.  I  don't  think  there  would  be  a  dramatic  impact.  It  is 
not  that  suddenly  Boeing  would  close  its  doors  if  the  Department 
of  Commerce  ceased  to  exist.  The  major  exporters  would  certainly 
continue.  It  wouldn't  disappear  at  all,  but  I  think  it  would  have  a 
dampening  effect  on  the  growth  of  exports. 

Chairman  Manzullo.  Allan,  did  you  want  to  venture  into  that 
sea  of  speculation  or  do  you  want  to  limit  your  testimony  to  empiri- 
cal evidence? 

Mr.  Mendelowitz.  I  think  that  the  issue  of  whether  the  Govern- 
ment should  be  involved  in  international  trade  should  not  be  a 
theological  issue.  I  don't  think 

Chairman  Manzullo.  I  didn't  know  that  God  had  taken  a  posi- 
tion. 

Mr.  Mendelowitz.  I  want  to  be  sort  of  careful  how  I  say  this. 
Because  if  I  did  something  as  a  child  that  I  was  chastised  for  and 
I  tried  to  justify  it  on  the  basis  that  Johnny  had  done  it  first,  my 
mother's  response  was  always,  if  Johnny  jumped  off  the  Brooklyn 
bridge,  would  you  jump  off  the  Brooklyn  bridge,  too? 

The  truth  is  that  I  am  not  using  this  as  justification,  but  I  am 
using  this  to  say  that  it  is  not  a  clear-cut  issue  that  there  is  no 
Government  role,  and  there  are  any  number  of  possible  justifica- 
tions. One  is,  virtually  all  of  our  trading  partners  devote  a  lot 
greater  effort  to  assisting  their  exporters  in  world  markets. 

Chairman  Manzullo.  Such  as  Japan? 

Mr.  Mendelowitz.  Japan,  France,  Italy,  they  devote  a  lot  more 
in  terms  of  personnel,  share  of  GNP,  share  of  exports. 

Chairman  Manzullo.  So  you  have  got  that  tremendous  initial 
policy  hurdle  that  if  these  programs  are  eliminated,  the  American 
manufacturers  would  be  grossly  disadvantaged. 

Mr.  Mendelowitz.  Well 

Chairman  Manzullo.  Could  be  disadvantaged? 

Mr.  Mendelowitz.  I  think  what  I  am  trying  to  say  is  that,  one, 
these  type  of  programs  are  viewed  as  useful  by  all  the  developed 
countries  of  the  world.  So,  that  if  you  were  to  look  elsewhere  in  the 
trading  world  —  OECD  countries,  for  example  —  to  determine 
whether  there  is  any  evidence  that  other  countries  have  looked  at 
this  issue  and  think  that,  in  fact,  there  is  an  appropriate  Govern- 
ment role,  you  will  find  lots  of  support  for  that  based  on  how  they 
spend  their  money  and  what  they  do. 

Chairman  Manzullo.  One  of  the  agencies  is  the  Trade  Develop- 
ment Agency.  This  is  the  one  where  people  from  our  Government 
go  overseas,  try  to  develop  standards,  for  feasibility  studies.  I  think 
they  only  have  about  40  employees. 

We  were  advised  that  they  tried  to  get  in  on  some  very  prelimi- 
nary engineering  concepts.  Essentially,  the  Federal  Government 
will  get  them  overseas  to  start  working  with,  many  times,  another 
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government;  and  the  purpose  there  is  to  draw  up  specifications, 
plans,  et  cetera,  that  just  conveniently  fit  the  parameters  of  Amer- 
ican businesspeople. 

Your  thoughts  on  whether  or  not  that  function  could  be  carried 
out  by  the  private  sector. 

Mr.  Mendelowitz.  I  think  that  the  activities  of  the  Trade  and 
Development  Agency  are  relatively  new.  It  is  a  program  that  was 
started  only  in  recent  years,  and  it  really  was  started  very  much 
as  a  defensive  program. 

What  American  exporters  complained  about  was  that  foreign  gov- 
ernments, who  were  backing  away  officially  from  tied  aid,  that  is, 
from  providing  assistance  to  countries  with  the  requirement  that 
they  buy  exports  from  the  donor  country,  were  actually  sort  of  de- 
ciding the  game  in  the  first  inning  by  providing,  in  effect,  tied  aid 
support  for  feasibility  studies  and  construction/engineering  studies 
or  design  and  engineering  studies. 

Basically,  if  a  design  and  engineering  firm  from  Japan  were  to 
do  the  design  and  engineering  work  for  a  project  in  Thailand  and 
the  time  came  to  procure  the  equipment  that  was  needed  by  that 
project  and  the  services  that  went  along  with  it,  the  specs  would, 
in  fact,  fit  what  was  available  from  Japan,  not  what  was  available 
from  the  United  States.  So,  the  Trade  and  Development  Agency,  in 
effect,  was  created  as  a  defensive  program  to  give  the  United 
States  the  ability  to  do  the  same  thing.  TDA  is  intended  to  prevent 
U.S.  exporters  of  competitive  products  from  being  frozen  out  of 
major  products  because  their  specs  do  not  conform  to  intentionally 
skewed  project  requirements. 

Chairman  Manzullo.  Has  it  been  cost-effective,  in  your  opinion, 
or  is  that  too  hard  to  determine? 

Mr.  Mendelowitz.  I  think  cost-effectiveness  is  hard  to  deter- 
mine. It  is  a  fairly  small  budget.  It  was  $20  or  $30  million.  I  think 
it  may  be  up  to  $60  million  now.  It  is  very  popular  with  the  busi- 
ness community,  but  I  wouldn't  use  that  as  a  measure  of  success. 
Any  time  you  are  giving  out  money,  it  is  pretty  hard  for  bene- 
ficiaries to  say  they  don't  like  it. 

But  the  rationale  for  the  program,  the  justification  for  the  pro- 
gram does  make  sense  in  the  context  of  the  world  that  we  live  in. 

Chairman  Manzullo.  Dean  or  Dr.  Bremer,  do  you  have  any  per- 
sonal knowledge  of  how  that  program  works  or  does  not  work? 
Your  thoughts  on  it? 

Ms.  Bremer.  We  have  never  been  directly  involved  with  the 
TDA,  but  we  have  certainly  communicated  with  them  about  some 
related  projects  that  we  were  involved  in.  It  is  not  the  kind  of  thing 
that  the  private  sector  could  really  do. 

Because,  for  example,  if  they  give  a  grant  —  to  pursue  the  exam- 
ple —  to  Thailand  of  $100,000  or  $200,000  to  fund  the  design  for 
a  wastewater  plant  or  whatever,  it  is  very  unlikely  that  a  U.S.  en- 
gineering company  would  decide  to  donate  its  services  to  the  gov- 
ernment of  Thailand  in  hopes  that  by  investing  $100,000  or 
$200,000  they  could  then  competitively  win  the  award.  It  is  just 
very,  very  unlikely  that  they  would  do  that. 

In  that  sense,  I  think  it  is  not  something  that  the  private  sector 
could  possibly  do.  Because  the  grants  go  to  the  Government  and 
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then  it  is  awarded  competitively  to  a  U.S.  company.  Doesn't  always 
work  quite  that  way;  but  that  is,  in  principle,  how  it  works. 

I  think  their  target  is  $75  of  U.S.  business  for  every  dollar  that 
they  grant.  I  don't  know  whether  they  really  hit  that  target,  but 
I  think  they  come  reasonably  close.  So,  that  in  terms  of  the  total 
economic  return,  I  would  say  it  is  probably  pretty  good. 

Whether  the  tax  dollars  reflect  that,  I  wouldn't  begin  to  specu- 
late. But  I  think  it  is  a  very  small  program.  I  think  it  is  something 
that  does  help  U.S.  companies  break  into  a  multi  —  hundreds  of 
billions  of  dollars  of  business  in  the  sense  of  international  infra- 
structure, and  I  think  it  is  a  good  program.  It  certainly  is  very  pop- 
ular with  the  business  community. 

It  is  not  that  easy  to  get  involved  with  TDA.  I  think  that  the 
companies  are  making  an  expenditure  of  their  own  time  and  effort 
to  go  after  and  win  those  grants.  They  think  it  is  giving  them  a 
business  purpose.  I  think  they  are  probably  right. 

Chairman  Manzullo.  Dean. 

Mr.  Stansel.  I  have  nothing  further  to  add  on  this  point. 

Chairman  Manzullo.  OK.  Mrs.  Clayton. 

Mrs.  Clayton.  There  was  a  considerable  discussion  today  and 
part  of  tomorrow  as  we  talk  about  foreign  aid,  which  is  a  different 
type  of  assistance  but  it  certainly  is  aid  that  is  related  in  some 
ways  with  the  potential  of  trade.  It  enables  countries  to  stabilize 
or  provide  human  assistance,  which,  therefore,  allows  some  failing 
or  struggling  democracies  to  approach  stability  so  they  can  entry. 
Would  either  or  all  three  of  you  comment  if  you  see  any  value  in 
that  at  all? 

I  guess  it  is  rhetorical,  actually,  Dean,  to  what  you  have  an- 
swered. Let  me  ask  you.  Dean,  just  as  a  rhetorical,  is  there  a  role 
for  Government  as  far  as  you  are  concerned?  Do  you  see  a  role  for 
Government  in  your  lives? 

Mr.  Stansel.  Sure. 

Mrs.  Clayton.  I  just  wanted  to  make  sure  I  didn't  have  you  erro- 
neously pegged. 

Mr.  Stansel.  We  have  done  some  work  that  indicates  that,  actu- 
ally, foreign  aid  perpetuates  poverty.  That  is,  it  is  a  cause  of  the 
problem  in  terms  of  the  lack  of  development  in  these  nations.  That 
us  —  essentially  putting  them  on  our  dole  doesn't  help  them. 

Mrs.  Clayton.  If  it  is  done  right,  is  there  a  way  to  do  it? 

Mr.  Stansel.  This  isn't  really  mv  area,  but 

Mrs.  Clayton.  Is  there  any  value  in  assisting  struggling  coun- 
tries as  they  are  emerging  as  a  stable  democracy  as  it  relates  to 
our  relationship,  trade  with  the  United  States? 

Mr.  Stansel.  I  think  a  lot  of  people  feel  there  is  a  value  to  help- 
ing those  in  need.  I  just  think  it  is  something  that  should  be  done 
through  private  means  rather  than  through  Government  means. 

Ms.  Bremer.  I  have  to  say  at  the  present  time  the  foreign  aid 
program,  the  way  it  is  structured,  is  highly  ineffective  and  really 
does  not  effectively  help  the  countries,  by  and  large;  and  it  cer- 
tainly does  not  help  U.S.  business.  I  think  a  restructured  foreign 
aid  program,  probably  a  much-reduced  foreign  aid  program,  could 
play  that  kind  of  role  effectively.  But  at  the  present  time,  I  think 
most  of  aid,  despite  really  very  sincere  efforts  on  the  part  of  the 
aid  professionals,  is  really  not  effective. 
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Mrs.  Clayton.  Allan. 

Mr.  Mendelowitz.  I  am  not  enough  of  an  expert  on  foreign  aid 
to  speak  with  much  enlightenment,  so  I  prefer  not  to  depreciate 
any  comments  that  I  have  made  on  trade  matters  by  saying  any- 
thing on  a  uninformed  basis  about  foreign  aid. 

Mrs.  Clayton.  Another  question  about  foreign  aid  entry,  is  there 
any  concern  to  be  thought  of  in  terms  of  structuring  the  two  in  the 
same  department?  Is  there  any  overriding  conflict  perceived  in 
that?  Although  the  Senate  thought  better  of  it  and  has  ruled  it  out, 
obviously.  But  there  was  the  original  thought,  I  think  in  Senator 
Helms'  proposal,  which  I  think  his  committee  had,  of  putting  trade 
into  the  State  Department.  Is  there  any  real  concern  to  be 

Mr.  Mendelowitz.  We  have  actually  looked  at  that  issue,  and 
we  think  it  is  not  a  wise  decision  to  put  the  commercial  function 
in  the  State  Department.  One  of  the  reasons  is  the  historv  of  the 
creation  of  the  Foreign  Commercial  Service.  The  Foreign  Commer- 
cial Service  was  created  in  1980  out  of  what  was  a  responsibility 
at  the  State  Department.  It  was  created  because  the  business  com- 
munity felt  that  commercial  matters  and  commercial  concerns  re- 
ceived inadequate  attention  or  focus  at  the  State  Department.  I 
don't  think  that  things  have  changed  so  greatly  in  15  years  that 
you  could  then  put  the  commercial  function  back  in  State  and  ex- 
pect that  the  same  kind  of  problems  won't  arise. 

Look  at  how  the  State  Department  is  organized.  The  Foreign 
Service,  for  example,  has  a  cone  system  that  determines  your  ca- 
reer path.  One  cone  is  the  political  cone;  a  second  is  the  economic 
cone;  and  another  is  the  consular  cone.  If  you  look  at  who  rises  to 
high  positions  within  the  State  Department  structure,  it  is  pre- 
dominantly Foreign  Service  officers  in  the  political  cone. 

The  officers  in  the  economic  cone  advance  to  Ambassador  and 
minister-consular  rank  at  a  much  slower  pace.  The  members  of  the 
econ  cone,  for  example,  represent  a  relatively  small  share  of  the 
Ambassadors  and  minister-consular. 

If  you  look  at  the  period  of  the  whole  post-war  era  when  it  be- 
came a  choice  of  foreign  policy,  national  security  concerns  or  com- 
mercial concerns,  commercial  concerns  always  were  given  the  least 
attention  over  at  State. 

So  I  wouldn't  encourage  that  particular  move  because  of  that  his- 
tory. 

Mrs.  Clayton.  Thank  you. 

Mr.  Chairman,  if  we  could  ask  the  panel  to  be  open  to  questions 
by  mail  that  they  could  share  with  us  and  with  the  full  committee, 
I  would  appreciate  that  because  there  may  be  additional  questions. 

Chairman  Manzullo.  Would  15  days  —  is  that  sufficient? 

Mrs.  Clayton.  Yes,  right,  sufficient. 

Mr.  Mendelowitz.  Mr.  Chairman,  I  would  like  to  make  one  con- 
cluding comment  with  respect  to  a  number  of  the  examples  of  prob- 
lems with  export  programs  that  were  put  on  the  table  today. 

I  probably  have  been  more  responsible  for  bringing  excesses  like 
the  expenditure  of  funds  by  the  Market  Promotion  Program  on  the 
advertising  activities  of  large  and  profitable  multinational  compa- 
nies than  anyone  in  this  town.  When  I  raised  those  concerns  as 
long  ago  as  6  years,  I  felt  they  were  matters  that  should  be  brought 
to  the  attention  of  the  Congress.  I  still  believe  they  are  matters 
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that  should  be  brought  to  the  attention  of  the  Congress.  However, 
I  think  we  have  to  draw  a  very  firm  distinction  between  the  appro- 
priate role  and  function  at  the  program  level  of  the  Government 
when  it  comes  to  international  trade  matters  and  horror  stories 
with  respect  to  particular  problems  in  individual  programs. 

Without  wanting  to  diminish  the  programmatic  weaknesses  and 
difficulties  that  we  found  in  the  Market  Promotion  Program,  and 
its  predecessor,  the  Targeted  Export  Assistance  Program,  I  don't 
believe  that  decisions  about  broad  programmatic  needs  and  respon- 
sibilities of  the  Government  should  be  driven  by  anecdotal  evidence 
of  problems  in  specific  or  individual  programs. 

The  fact  that  you  can  criticize  the  Export  Enhancement  Program 
or  the  Market  Promotion  Program  or  certain  data  collection  pro- 
grams means  that  there  are  things  in  those  programs  that  need  to 
be  fixed  or  it  may  mean  that  those  individual  programs  themselves 
should  be  terminated.  But  just  because  there  are  problems  in  spe- 
cific programs  does  not  mean  that  the  whole  program  area  is  not 
needed  or  that  the  whole  program  area  itself  cannot  be  effective. 
I  think  it  is  important  to  keep  that  in  mind. 

Chairman  Manzullo.  We  appreciate  that. 

I  have  seen  some  suggestions  that  would  put  the  Bureau  of  Ex- 
port Administration  (B^)  at  State  or  horror  of  all  horrors,  at  the 
Defense  Department.  Mr.  Chrysler  has  a  proposal,  who,  unfortu- 
nately, is  not  here  this  afternoon,  to  put  BXA  at  State. 

Your  opinion.  Dr.  Bremer. 

Ms.  Bremer.  The  local  representative  of  AT&T  will  slit  his 
throat.  I  think  —  I  think  that  State  —  whenever  it  is  a  choice  be- 
tween the  U.S.  commercial  economic  interests  on  the  one  hand  and 
whatever  political  interests  they  are  pursuing  at  the  moment  on 
the  other  hand,  it  almost  always  comes  down  on  the  political  side. 
I  think  that  the  U.S.  electronics  industry  would  not  want  to  see 
that  kind  of  a  decision  made  totally  on  political  grounds. 

Chairman  Manzullo.  Allan,  are  you  going  to  stay  away  from 
that?  Dean,  do  you  just  want  to  eliminate  all  of  them? 

Mr.  Mendelowitz.  No,  I  spent  years  looking  at  export  controls 
and  export  licensing,  and  there  is  a  very  good  reason  why  the  li- 
censing of  commercial  products  that  may  have  some  security  uses 
is  at  the  Commerce  Department  and  not  at  the  State  or  Defense 
Department.  That  is  because  these  licensing  decisions  require  a 
fundamental  balancing  of  commercial  interests  with  security  con- 
cerns. Based  on  my  familiarity  with  the  kind  of  interagency  delib- 
erations that  occurred  over  many  years  with  respect  to  licensing 
decisions,  if  you  took  Commerce  out  of  that  decisionmaking  process 
and  put  the  whole  responsibility  over  at  State  or  at  the  Pentagon, 
my  guess  is  you  would  lose  the  balancing  of  commercial  interests 
and  security  concerns  that  you  get  now. 

Chairman  Manzullo.  This  question  would  be  to  all  three.  Dean, 
I  think  I  know  what  your  answer  would  be. 

This  may  end  up  being  a  half  a  loaf  question  rather  than  a  fiill 
loaf  and,  therefore,  you  take  whatever  you  can  out  the  cir- 
cumstances. I  think  the  CATO  Institute  would,  at  least  for  the  time 
being,  settle  for  half  of  programs  being  eliminated  as  opposed  to  all 
of  them,  if  there  is  some  type  of  a  glide  path  or  some  type  of  strat- 
egy. 
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What  about  taking  all  the  trade  promotion  programs  and  putting 
them  under  one  umbrella,  perhaps  under  the  USTR?  I  don't  want 
to  create  another  department. 

Mr.  Mendelowitz.  Well,  when  the  Budget  Committee  began 
working  on  the  original  proposal  to  make  changes  in  the  depart- 
mental structure  by,  for  example,  shutting  down  the  Department 
of  Commerce,  they  called  up.  I  spent  a  lot  of  time  discussing  dif- 
ferent alternatives  and  what  some  of  the  concerns  are.  I  would  be 
more  than  happy  to  pass  along  the  personal  advice  I  gave  when 
those  proposals  were  offered. 

The  original  proposal  had  the  FCS  being  transferred  to  the  State 
Department  —  not  the  FCS,  just  the  function;  and  then  State 
would  have  to  fill  that  fimction  with  its  existing  resources. 

I  pointed  out  the  history  of  why  the  FCS  was  created  out  of  the 
State  Department  in  the  first  place,  and  I  said  I  thought  that  ra- 
tionale still  held  sway  today.  I  said  that  if  you,  in  fact,  want  to  do 
something,  maybe  what  you  should  do  is  to  look  at  the  State  De- 
partment, which  still  has  commercial  functions,  and  identify  how 
many  resources  they  spend  on  commercial  matters  and  trade  mat- 
ters and  maybe  move  those  resources  over  to  an  enlarged  Foreign 
Commercial  Service. 

Second,  they  had  the  export  licensing  going  to  State,  and  I  told 
them  I  thought  that  wasn't  that  good  an  idea  because  of  the  bal- 
ancing we  have  now  between  commercial  and  security  concerns, 
which  I  don't  think  we  would  have  if  the  Commerce  Department 
were  eliminated  and  licensing  decisions  were  exclusively  the  do- 
main of  State  and  the  Pentagon. 

Third,  the  proposals  called  for  shutting  down  the  International 
Economic  Policy  operation,  lEP,  and  snifting  that  function  to 
OUSTR,  and  OUSTR  would  do  it  within  its  existing  resources. 

Again,  I  pointed  out  that  OUSTR  was  sort  of  a  Potemkin  Village, 
if  you  look  at  the  size  of  OUSTR  and  its  budget.  The  reason  why 
OUSTR  is  able  to  be  a  lean,  mean,  negotiating  machine  is  that,  at 
any  point  in  time,  its  resources  can  be  augmented  by  other  agen- 
cies, such  as  State,  ITA,  and  the  ITC. 

Second,  because  OUSTR  really  has  limited  analytical  capability 
of  its  own,  it  doesn't  have  a  repository  of  people  who  just  sit  and 
study  and  collect  data  and  figure  out  what  to  do,  OUSTR  tasks 
ITA's  International  Economic  Policy  operation  with  the  responsibil- 
ity for  doing 

Chairman  Manzullo.  So  what  you  are  saying  is  that  it  has  al- 
ready been  done  to  a  great  extent. 

Mr.  Mendelowitz.  Well,  there  is  a  lot  of  that  going  on.  But  the 
reason  why  I  raised  this  is  that  you  can't  just  shut  one  thing  down 
and  say  somebody  else  is  going  to  do  the  job. 

I  think  there  are  opportunities  for  improving  administrative  and 
organizational  efficiency,  improving  program  effectiveness,  and  sav- 
ing money  if  you,  in  fact,  integrate  what  is  being  done  at  Com- 
merce with  what  is  being  done  at  other  agencies,  such  as  the  For- 
eign Agriculture  Service,  for  example.  This  is  not  something  we 
have  analyzed  in  great  detail,  but  it  would  be  worth  considering 
whether  you  could  merge  the  Foreign  Commercial  Service  and  For- 
eign Agricultural  Service. 
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Chairman  Manzullo.  Sometimes  it  is  like  asking  your  kids  to  do 
the  dishes. 

Would  you  comment,  Dr.  Bremer? 

Ms.  Bremer.  I  would  sav  that,  currently,  the  International  Trade 
Administration,  being  in  the  Department  of  Commerce,  there  really 
is  not  that  much  interaction  or  real  synergy  between  ITA  and  the 
other  elements  of  Commerce  as  to  the  people  who  do  the  weather 
and  the  census  and  so  forth.  If  you  shifted  it  to  USTR,  if  you  shift- 
ed it  with  a  lot  of  the  resources,  I  think  it  is  probably  something 
that  could  work. 

It  is  not  that  it  doesn't  work  where  it  is.  I  think  it  could  work 
equally  well  in  either  place.  But,  right  now,  USTR  is  a  strictly  ne- 
gotiating and  policy  operation.  It  doesn't  have  any  real  field  or  op- 
erating responsibilities,  and  it  is  not  clear  that  the  negotiating 
function,  on  the  one  hand,  and  conducting  export  seminars,  on  the 
other,  really  necessarily  are  very  happy  together  either. 

So  I  think  it  could  potentially  work,  but  I  don't  think  it  would 
save  resources.  I  don't  think  it  would  necessarily  improve  coordina- 
tion, as  long  as  the  Secretary  of  Commerce  and  the  Ambassador  of 
USTR  are  able  to  work  together,  which  is  sort  of  a  personnel  ques- 
tion. But  I  don't  think  it  is  necessarily  —  it  is  not  the  first  tning 
I  would  do. 

I  would  be  worried  more  about  trying  to  integrate  the  other  func- 
tions within  the  trade  promotion  side  of  it,  maybe  the  agriculture 
and  manufacturing  side  of  it  or  ruling  out  some  of  the  smaller  mar- 
ginal programs  like  SBA's  and  so  forth. 

Chairman  Manzullo.  Let  me  ask  you  a  question.  Actually,  it  is 
more  in  the  form  of  a  request.  There  will  be  some  dramatic  func- 
tional changes  taking  place.  I  want  to  see  those  changes  take  place 
as  a  result  of  people  who  have  worked  within  the  system  on  a  day- 
to-day  basis,  and  who  understand  the  functions.  Not  that  Members 
of  Congress  don't  have  a  role,  but  if  we  get  involved  in 
micromanaging  and  trying  to  draw  the  lines  of  responsibility  and 
draw  the  boxes  and  everything,  I  don't  know  if  we  will  do  a  much 
better  job  than  the  programs  we  are  trying  to  reform. 

My  request  to  you.  Dr.  Bremer,  Allan,  and.  Dean,  is,  if  there  is 
a  consolidation  of  these  programs,  to  make  it  more  efficient,  please 
take  the  opportunity  to  send  us  a  letter  with  your  specific  rec- 
ommendations. 

I  know  CATO  has  put  out  papers  like  that  on  the  past  in  effi- 
ciency. Allan,  this  may  not  be  part  of  your  mandate.  But  to  the  ex- 
tent that  the  three  of  you  could  be  involved  in  helping  us  to  try  to 
formulate  some  type  of  a  structure  within  which  there  can  be  a 
more  lean  and  a  more  effective  trade  promotion  program,  because 
everything  is  on  the  line,  we  would  appreciate  your  input  on  that. 

Would  a  month  be  sufficient  time? 

Ms.  Bremer.  I  would  be  glad  to  be  involved. 

Chairman  Manzullo.  If  you  could  direct  those  to  Phil  Eskeland, 
then  I  will  have  an  opportunity  to  examine  that  with  him. 

I  don't  want  to  leave  out  OPIC  and  Eximbank  who  are  back  in 
the  audience.  You  are  also  taking  a  look  at  all  this.  I  would  be  open 
to  any  suggestions  you  would  make,  on  trade  reorganization. 

I  want  our  trade  promotion  programs  to  work.  We  have  a  man- 
date that  there  will  be  a  tremendous  cut  in  how  they  work,  and  I 
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want  the  people  who  are  involved  in  these  programs  on  an  intimate 
basis  to  come  up  with  the  suggestions  and  solutions  themselves  be- 
cause I  think  that  you  have  afar  superior  knowledge  on  that. 

Thank  you  for  coming  up. 

This  subcommittee  meeting  is  adjourned.  Thank  you. 

[Whereupon,  at  3:25  p.m.,  the  subcommittee  was  adjourned,  sub- 
ject to  the  call  of  the  chair.] 
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Statement  of  Representative  Eva  Clayton 

House  Small  Business  Committee 

Subcommittee  on  Procurement,  Exports  and  Business  Opportunities 

Public  Hearing 

May  23.  1995 


Mr.  Chairman,  This  third  in  a  series  of  hearings  on  trade  and  the  role  of  federal 
agencies  in  the  promotion  of  export  opportunities  promises  to  be  as  interesting  and 
informative  as  the  previous  two  hearings.   Today,  we  focus  on  the  view  of 
academicians. 

These  hearings  continue  to  be  very  timely  for  many  reasons.    Congress  continues 
to  examine  the  functions  of  some  nineteen  federal  agencies  involved  In  export 
activity,  primarily  focusing  on  the  three  primary  agencies  —  The  United  States 
Department  of  Agriculture  (USDA),  the  Department  of  Commerce  and  the  Export- 
Import  Bank  of  the  United  States  (Eximbank).   The  House  passed  budget  resolution 
and  the  Senate  Committee  budget  resolution  propose  the  elimination  or  major 
reduction  of  the  International  Trade  Administration,  the  Trade  Development 
Agency,  the  Eximbank  and  agricultural  export  promotion  programs.   The  Overseas 
Private  Investment  Corporation  (OPIC)  would  be  privatized.   The  Senate  should 
conclude  its  budget  work  this  week. 

In  addition,  the  House,  this  week,  will  consider  H.R.  1561,  a  bill  to  overhaul  the 
Nation's  foreign  policy  structure.   Among  other  things,  the  Bill  would  reduce  the 
amount  of  foreign  aid  authorized  by  One  Billion  Dollars,  and  would  eliminate  three 
agencies  —  The  Agency  for  International  Development,  the  United  States 
Information  Agency  and  the  Arms  Control  and  Disarmament  Agency.   The 
functions  of  those  agencies  would  be  moved  to  the  Department  of  State.   The 
Senate  version  of  the  Bill  had  proposed  moving  the  functions  of  the  U.S.  and 
Foreign  Commercial  Service  to  the  Department  of  State  and  combining  the 
Eximbank,  the  Trade  Development  Agency  and  OPIC  Into  one  "quasi-Independent" 
agency.   Those  provisions,  however,  did  not  survive  committee  consideration  last 
week  and  are  not  now  Included  In  the  Senate  Bill. 

Last  week,  we  also  saw  the  President  get  tough  with  Japan,  moving  ahead  with  a 
one  hundred  percent  tariff  on  thirteen  Japanese  luxury  cars.   That  Is  just  another 
sign  that  the  United  States  Is  on  the  move  with  respect  to  our  export  activities, 
notwithstanding  the  fact  that  the  balance  of  trade  deficit  is  expected  to  rise  again 
this  year. 

Another  encouraging  sign  is  the  creation  of  the  one-stop  shops  for  federal  trade 
activities.   These  one-stop  shops,  known  as  Export  Assistance  Counseling  Centers, 
have  been  set  up  by  the  Commerce  Department,  the  Export-Import  Bank  and  the 
Small  Business  Administration.   There  are  currently  four  Export  Assistance 
Counseling  Centers,  In  Baltimore,  Chicago,  Miami  and  Long  Beach,  California. 
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Several  more  are  planned. 

And,  of  course,  the  House  and  Senate  will  soon  begin  consideration  of  the  1995 
Farm  Bill,  which  must  be  reauthorized  every  five  years.   The  President  has  offered  a 
reduction  in  agricultural  promotion  funds  of  $1.5  billion  dollars,  over  five  years. 
Senator  Lugar  has  proposed  cutting  these  funds  by  as  much  as  $17  billion,  over 
five  years. 

Finally,  Mr.  Chairman,  I  very  much  want  to  hear  what  the  experts  think  about  the 
fact  that,  compared  to  other,  major  industrialized  nations,  the  United  States  ranks 
last  in  terms  of  the  percentage  of  Gross  National  Product  (GNP)  devoted  to 
exports.   There  seems,  therefore,  to  be  little  wonder  that  we  have  a  growing 
balance  of  trade  deficit  when  Britain,  France,  Canada,  Italy,  Germany  and  Japan, 
spend  more  per  thousand  dollars  of  Gross  National  Product  than  we  do. 

I  want  to  know  from  the  experts  what  we  can  do  to  turn  this  situation  around.   Is  it 
largely  a  function  of  macroeconomics  and  competitiveness,  as  many  have 
suggested?   Or  are  there  other,  less  complex  reasons  behind  our  status?   I  look 
forward  to  the  testimony. 
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STATEMENT  FOR  CONGRESSMAN  FLOYD  ri    FLAKE 

BEFORE  THE  SMALL  BUSINESS  SUBCOMMITTEE  ON  PROCUREMENT, 

EXPORTS.  AND  BUSINESS  OPPORTUNITIES 

MAY  23,  1995 


GOOD  MORNING  CHAIRMAN  MYERS  AND  MEMBERS  OF  THE 
SUBCOMMITTEE  ON  PROCUREMENT,  EXPORTS,  AND  BUSINESS  OPPORTUNITIES. 
MADAM  CHAIRMAN,  I  AM  PLEASED  TO  DISCUSS  AND  EXPLORE  THE 
IMPLICATIONS  OF  PROVIDING  SMALL  BUSINESSES  WITH  THE  NECESSARY  TOOLS 
TO  SUCCEED  IN  THE  INTERNATIONAL  MARKETPLACE  BECAUSE  I  UNDERSTAND 
THAT  SMALL  BUSINESSES  ARE  PIVOTAL  TO  THE  HEALTH  OF  THE  U.S.  ECONOMY 
IT  IS  IMPERATIVE  THAT  WE  UNDERSTAND  THAT  EXPORT  PROGRAMS  ARE  AN 
INVESTMENT  IN  THE  FUTURE  OF  THE  US,  AND  THEY  REATE  JOBS  AT  HOME. 
FURTHER,  AMERICA'S  ECONOMIC  VITALITY  DEPENDS  HEAVILY  ON  EXPORTS, 
AND  THE  ABILITY  TO  CREATE  EXPORTS  WILL  DEPEND,  IN  LARGE  MEASURE,  ON 
SMALL  BUSINESSES.   SINCE  1989,  EXPORTS  HAVE  ACCOUNTED  FOR 
APPROXIMATELY  70%  OF  THE  GROWTH  IN  THE  US  ECONOMY. 

NOTWITHSTANDING,  I  UNDERSTAND  COMPLETELY  THAT  OUR 
GOVERNMENT  IS  FACING  TOUGH  BUDGET  TIMES.  THEREFORE,  IT  IS  ESSENTIAL 
THAT  WE,  AS  LEGISLATORS,  CLEARLY  DEFINE  ARE  EXPORT  GOALS  AND  ALLOW 
THE  FEDERAL  AGENCIES  CHARGED  WITH  CARRYING  OUT  THESE 
RESPONSIBILITIES  TO  DO  SO  WITHOUT  CONGRESSIONAL  INTERFERENCE. 
HOWEVER,  WE  MUST  ENSURE  ACCOUNTABILITY  AND  FISCAL  RESPONSIBILITY. 
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I  WILL  PAY  CLOSE  ATTENTION  TO  HOW  EFFECTIVE  OUR  TRADE  PROGRAMS  ARE. 
AND  WHETHER  THE  EXECUTIVE  BRANCH  CAN  CLEARLY  DEFINE  AN  ECONOMIC 
RATIONAL  FOR  GOVERNMENT  SPONSORED  EXPORT  PROGRAMS     AGAIN,  I 
WOULD  LIKE  TO  THANK  YOU  MADAM  CHAIRMAN  FOR  HOLDING  THIS 
IMPORTANT  HEARING. 


STATEMENT  OF  CHAIRMAN  DON  MANZULLO 

SUBCOMMITTEE  ON  PROCUREMENT,  EXPORTS,  AND 

BUSINESS  OPPORTUNITIES 

SMALL  BUSINESS  COMMITTEE 

^:  •       MAY  23,  199  5  ,,,;. 

2:00pm  ROOM  2359  RHOB 

THE  SUBCOMMITTEE  WILL  COME  TO  ORDER. 
TODAY  OUR  SUBCOMMITTEE  WILL  HOLD  THE  THIRD  IN 
A  SERIES  OF  HEARINGS  ON  THE  APPROPRIATE  ROLE 
AND  EFFECTIVENESS  OF  VARIOUS  FEDERAL  EXPORT 
PROMOTION  PROGRAMS,  ESPECIALLY  AS  THEY  IMPACT 
SMALL  BUSINESS. 

THE  PURPOSE  OF  TODAY'S  HEARING  IS  TO 
LISTEN  TO  DISPASSIONATE  OBSERVERS  OF  OUR 
FEDERAL  EXPORT  PROMOTION  PROGRAMS.   THIS  IS 
NOT  TO  SAY  THAT  THEY  ARE  PASSIVE  ABOUT  THEIR 
POINT  OF  VIEWS  ON  THIS  ISSUE.   BUT  THEY  DO 
NOT  PARTICIPATE  IN  THESE  PROGRAMS  EITHER  AS 
ADMINISTRATORS  OR  AS  BENEFICIARIES.   THE 
WITNESSES  BEFORE  US  CAN  OFFER  THE 
SUBCOMMITTEE  AN  UNQUALIFIED  CRITIQUE  OF  THESE 
PROGRAMS  WITHOUT  REGARD  TO  THEIR  PERSONAL 
CAREERS  OR  POTENTIAL  GOVERNMENT  HELP  TO 
SECURE  AN  EXPORT  DEAL. 
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IT  IS  MY  VIEW  THAT  THE  TIME  IS  RIPE  FOR 
A  TOTAL  REEVALUATION  OF  OUR  TRADE  PROMOTION 
PROGRAMS.   THE  STATUS  QUO  WILL  NOT  STAND. 
JUST  LAST  NIGHT,  ABC  EVENING  NEWS  RAN  A  STORY 
ON  THE  MARKET  PROMOTION  PROGRAM,  WHICH 
SUBSIDIZES  ADVERTISEMENTS  OF  AGRICULTURAL 
COMMODITIES  OVERSEAS.   THIS  IS  AN  ITEM  THAT 
THESE  COMPANIES  WOULD  NORMALLY  DO  ANYWAY. 
BUT  THE  FEDERAL  GOVERNMENT  SPENDS  $8  5  MILLION 
ON  THIS  PROGRAM.   AND,  AGRICULTURAL  EXPORTS 
MAKE  UP  ONLY  ABOUT  10  PERCENT  OF  OUR  TOTAL 
U.S.  EXPORTS. 

YET,  THE  U.S.  AND  FOREIGN  COMMERCIAL 
SERVICE  IS  EXPECTED  TO  SERVE  THE  OTHER  90 
PERCENT  OF  COMMERCIAL  EXPORTERS  WITH  A  BUDGET 
OF  $158.3  MILLION  —  NOT  EVEN  DOUBLE  THAT  OF 
THE  MPP  PROGRAM.   THERE  SEEMS  TO  BE  NO 
LOGICAL  ORDER  ASSOCIATED  WITH  ADMINISTRATION 
PRIORITIES  IN  TRADE  PROMOTION.      - 

IT'S  TIME  TO  THINK  OF  A  TRULY 
GOVERNMENT-WIDE  TRADE  STRATEGY  —  A  ONE  STOP 
SHOP  —  THAT  CAN  BRING  SOME  COMMON  SENSE  TO 
THIS  PROCESS. 
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TESTIMONY 

by 

DR  JENNIFER  BREMER 

before  the 

SMALL  BUSINESS  COMMITTEE 

SUBCOMMITTEE  ON  PROCUREMENT,  EXPORTS,  AND  BUSINESS  OPPORTUNITIES 

U.S.  House  of  Representatives 

Tuesday,  May  23,  1995 


Good  afternoon.  My  name  is  Jennifer  Bremer   I  am  the  Director  of  the  Center  for  Emerging 
Markets  at  the  Kenan  Institute  of  Private  Enterprise  at  the  University  of  North  CaroUna 

I  very  much  appreciate  the  opportunity  to  come  before  you  today  to  discuss  our  findings  on 
export  assistance  to  America's  small  and  midsize  manufacturers.  There  has  never  been  a  time  of 
greater  need  to  expand  America's  exports  and  to  ensure  that  our  dynamic  small  and  midsize 
businesses  are  integrated  successfully  into  the  global  economy.  But  there  has  also  never  been  a 
time  of  greater  urgency  in  reexamining  and  questioning  every  program  of  the  federal  government 
to  be  sure  that  it  is  filling  a  real  need,  that  it  is  doing  so  efSciently,  and  that  the  government  is  not 
doing  something  that  the  private  sector  could  do  just  as  well,  or  better 

In  recent  months,  export  assistance  programs  have  come  under  attack  as  unnecessary  and 
ineffective,  a  form  of  corporate  welfare.  They  have  been  defended  by  others  as  a  vital  support  to 
our  nation's  competitiveness.  We  are  pleased  to  be  able  to  offer  our  perspective  on  this  issue, 
based  on  our  own  concrete  experience  with  these  programs  and  on  a  survey  of  250  small  and 
midsize  manufacturer-exporters  that  we  completed  this  spring.  I  would  also  like  to  comment 
briefly  on  the  economic  rationale  for  government  export  support,  and  on  whether  the  marketplace 
can  be  relied  on  to  meet  the  needs  of  small  and  midsize  companies. 

Summary  Statement 

Since  our  time  today  is  very  short,  let  me  summarize  our  main  conclusion  briefly  and  then  make 
five  main  points  drawn  from  our  survey  and  our  direct  experience.  These  conclusions  are  covered 
in  more  detail  in  our  written  testimony,  and  I  would  be  happy  to  discuss  any  specific  issues  with 
you  after  my  opening  statement. 

There  is  broad  agreement  in  the  export  development  field  that  small  and  midsize  exporters  need 
two  things  to  succeed:  they  need  information  on  export  markets,  and  they  need  finance.  Our 
overall  conclusion  is  that  the  federal  government  is  playing  an  important  role  in  providing  market 
intelligence  to  these  firms,  and  doing  a  reasonably  good  job  of  it,  but  that  it  is  not  having  an 
impact  in  export  finance. 


32 


Turning  to  our  specific  conclusions,  let  me  say  first  that  government  support  is  important  to  U.S. 
exporters.  Government  assistance  is  particularly  important  in  providing  basic  information  to 
exporters  on  where  the  markets  for  their  products  are  and  how  best  to  break  into  those  markets. 
Our  survey  found  that  government  export  services  provide  40%-45%  of  all  useflil  information 
services  to  small  and  midsize  exporters,  and  this  does  not  include  the  extensive  use  made  of 
government  information  by  other  service  providers,  including  trade  associations,  shippers,  and 
private  consultants. 

Second,  government  is  relatively  less  important  and  less  eflFective  in  helping  companies  to  use  this 
information  to  link  up  with  customers  overseas  or  to  handle  the  mechanics  of  exporting,  such  as 
shipping  and  finance.  More  than  three-quarters  of  the  usefiil  assistance  in  these  areas  came  from 
the  private  sector,  including  both  nonprofits,  such  as  trade  associations,  and  private  companies. 

Third,  the  U.S.  Department  of  Commerce  is  the  most  important  source  of  government  assistance, 
and  is  the  largest  single  source  of  information  for  small  and  midsize  companies.  More  than  a  third 
of  all  information  services  that  companies  received  came  from  the  federal  govermnent,  and  nearly 
all  of  this  came  from  the  Department  of  Commerce.  I  would  have  to  say  that  SB  A  and  other 
programs  were  almost  invisible  to  the  manufacturers  we  surveyed.  In  our  own  programs,  we  have 
also  found  Commerce  to  be  by  far  the  most  useftil  source  of  federal  assistance  for  small  and 
midsize  companies,  and  have  found  the  other  sources  not  to  be  helpfiil  in  this  area. 

Fourth,  the  administration  deserves  real  credit  for  improving  the  programs  of  the  Commerce 
Department,  both  for  focusing  these  programs  on  the  most  promising  sectors  and  country 
markets,  and  for  expanding  support  to  critical  service  exports  through  initiatives  such  as  the 
advocacy  program.  Nonetheless,  our  survey  and  our  own  experience  reveal  that  there  is  still  a 
great  deal  of  room  for  improvement  in  the  quality  of  federal  export  programs. 

Finally,  there  remains  a  major  gap  in  the  availability  of  export  finance  to  small  and  midsize 
companies,  and  this  gap  is  not  being  effectively  addressed  by  any  government  program.  Exim, 
which  is  by  far  the  largest  program,  finances  only  about  3%  of  U.S.  exports,  and  well  over  80%  of 
Eximbank  fimding  goes  to  larger  companies.  In  1994,  Exim  authorized  about  1200  small  business 
credit  transactions,  or  about  one  for  every  100  small  and  midsize  exporters.  Given  the  central 
role  of  larger  companies  in  U.S.  exports,  this  use  of  resources  may  well  be  appropriate,  but  it  still 
leaves  small  and  midsize  companies  uncovered. 

An  important  strategy  for  improving  federal  trade  program  performance  with  reduced  fiinds  is  to 
work  more  closely  with  the  private  and  nonprofit  sector,  such  as  trade  associations,  and  with  state 
and  local  government.  These  nonfederal  entities  are  playing  an  increasingly  important  role,  but 
we  found  that  their  real  level  of  support  falls  far  short  of  their  rhetoric.  The  growth  of  these 
programs  changes  the  role  of  the  federal  government,  but  it  does  not  replace  it,  both  because 
these  programs  are  still  very  spotty  in  their  coverage  and  because  they  depend  to  a  large  extent  on 
the  information  and  overseas  support  of  the  Commerce  Department.  The  impact  of  U.S.  export 
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assistance  could  be  increased  by  closer  cooperation  between  federal  and  nonfederal  programs  at 
home,  but  private  and  state  programs  are  no  substitute  for  the  Department  of  Commerce  abroad. 

Let  me  close  by  commenting  briefly  on  why  federal  government  action  is  appropriate  and 
necessary  in  export  promotion,  and  particularly  in  providing  information  to  exporters    There  are 
two  fundamental  rationales  for  government  action  in  this  area.  First,  the  collection  of  basic 
information  on  overseas  markets  is  an  activity  with  very  high,  almost  infinite  economies  of  scale. 
Almost  all  of  the  cost  is  associated  with  gathering  the  information  and  keeping  it  current,  which 
requires  a  worldwide  network  of  trade  analysts  covering  a  wide  range  of  products.  Once 
collected,  the  additional  cost  of  disseminating  it  to  a  single  firm  is  practically  nothing.  This 
situation  is  a  classic  cause  of  market  failure,  because  it  prevents  the  market  fi-om  pricing 
information  effectively.  There  just  is  no  way  to  gather  and  disseminate  information  to  tens  of 
thousands  of  small  and  midsize  firms  at  a  profit,  and  therefore  no  company  or  private  consulting 
firm  will  provide  this  function,  critical  though  it  is  to  export  growth  Large  companies  have 
overseas  offices,  but  they  certainly  do  not  share  their  information  with  their  small  competitors. 
Major  consulting  firms  conduct  market  research  overseas,  but  it  is  generally  not  available  to  small 
and  midsize  companies.  If  they  prepare  general  market  information  at  all,  it  is  given  only  to  major 
clients  as  a  marketing  loss  leader,  while  customized  studies  must  be  priced  at  several  thousand 
dollars  to  be  profitable. 

If  the  government,  and  the  Department  of  Commerce  in  particular,  did  not  collect  and  disseminate 
this  information,  it  simply  would  not  be  available  to  small  and  midsize  companies.  At  a  cost  of 
only  one-twentieth  of  a  cent  per  dollar  of  US.  exports,  this  has  to  be  one  of  the  best  bargains 
around. 

Second,  and  equally  important,  federal  export  promotion  programs  spread  risk  in  proportion  to 
return.  When  a  company  moves  into  exports,  its  owners  bear  all  of  the  risk,  but  the  return  is 
shared  by  its  employees,  by  the  US.  economy  as  a  whole,  and  by  other  companies  that  follow  its 
lead  into  the  market.  Our  research  shows  that  companies  learn  overwhelmingly  from  each  other. 
By  reducing  the  cost  to  pioneering  exporters,  particularly  in  the  early  information-gathering  stage, 
the  government  reduces  their  risk  and  promotes  more  eflBcient  economic  activity  than  would  arise 
from  companies  acting  alone 

Export  promotion  services  constitute  a  tiny  share  of  U.S.  international  affairs  expenditures  —  the 
total  International  Trade  Administration  budget  is  only  about  1%  of  the  international  affairs  line  — 
but  this  is  money  well  spent  for  the  good  of  the  U.S.  economy. 

Thank  you  for  the  opportunity  to  come  before  you  today.  I  would  be  happy  to  answer  any 
questions  you  may  have. 
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Detailed  Discussion  of  the  Kenan  Institute  Survey  of  Manufacturing  Exporters 

The  survey  findings  support  the  conclusion  that  government  export  services  are  important 
to  exporters.  20%  of  small  finns  and  28%  of  midsize  fimis  reported  getting  at  least  one  service 
from  the  U.S.  Department  of  Commerce  (DOC)  that  had  an  impact  on  their  exports'.  The  DOC 
was  the  single  largest  source  of  services  to  exporters,  the  leading  sources  of  services  that  had  an 
impact  on  small  firms,  excluding  shipping  advice,  and  the  second-ranking  source  of  valued 
services  to  midsize  firms  (after  consultants). 

The  survey  found,  however,  that  exporters  turn  overwhelmingly  to  the  private  sector  for  help 
in  exporting.  While  they  also  make  use  of  government  services  in  some  areas,  notably  market 
information,  the  most  consistent  and  valued  source  of  help  is  the  firms  they  do  business  with  in 
the  course  of  exporting  —  shippers,  distributors,  buyers,  and  colleagues    By  contrast,  the 
nonprofit  sector  (trade  associations,  etc.)  currently  plays  only  a  minor  role  in  helping  U.S. 
manufacturers  to  export. 

The  survey  was  designed  to  measure  service  use,  not  export  performance,  but  it  also  shed 
considerable  light  on  exporter  characteristics.  In  particular,  it  underscores  that,  contrary  to 
conventional  wisdom,  the  vast  majority  of  midsize  companies  are  already  involved  in  exporting. 
While  the  survey  found  that  only  13%  of  the  small  firms  (those  with  20-99  employees)  export 
directly,  fiilly  65%  of  the  midsize  firms  contacted  (those  with  100-1000  employees)  are  direct 
exporters.  Including  indirect  exports  raises  the  share  of  exporters  to  19%  for  small  firms  and 
80%  for  midsize  firms. 

The  research  team  queried  companies  on  their  use  of  24  services,  broken  down  into  three  main 
categories:  information  (basic  how-to,  information  on  product  markets,  information  on 
countries,  and  counseling);  buyer  contacts  (trade  leads,  finding  distributors,  referrals,  tradeshow 
support,  trade  missions,  marketing  trips,  product  demonstrations,  advertisements,  buyer  missions, 
catalogue  shows,  and  other);  and  trade  mechanics  (training,  financial  advice,  help  managing 
distributors,  shipping  advice,  product  design,  market  research  consulting,  recruiting,  customs 
help,  and  govenunent  relations).  Firms  were  asked  the  source  of  the  assistance  in  each  area  (if 
any)  and  the  impact  of  this  assistance  on  their  export  operation.  The  table  at  the  conclusion  of 
this  testimony  summarizes  the  market  shares  of  each  main  group  of  service  provider  in  these  three 
areas. 

The  federal  government  provided  about  15%  of  all  valued  services  received  by  small  firms 
and  18%  of  valued  services  to  midsize  companies     The  federal  government  (primarily  the 
DOC)  provided  a  quarter  or  more  of  all  valued  services  to  small  firms  in  9  areas:  basic  how-to- 
export  information,  information  on  product  markets,  trade  leads,  distributor  search,  trade 
missions,  catalog  shows,  training,  finance,  and  dealing  with  foreign  governments.  They  provided 


'impact  was  assessed  by  the  funis  on  a  four-point  scale  for  each  service  used  ( 1  ^worthless,  2=4ielpful  but  no 
impact,  3=had  an  impact  on  success,  4=critical  to  their  export  operation).  All  services  ranked  3  or  4  were  classified  as 
having  an  impact,  that  is,  as  "valued  services." 
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at  least  a  quarter  of  valued  services  to  midsize  exporters  in  5  areas:  how-to  information,  product 
market  and  country  information,  trade  shows,  and  catalog  shows.  Penetration  of  the  exporter 
market  was  relatively  low,  however;  federal  service  providers  gave  valued  assistance  to  5%  or 
more  of  exporters  in  only  5  areas  (all  four  information  services,  plus  trade  leads),  which  were  the 
same  for  small  and  midsize  firms.  For  both  small  and  midsize  exporters,  the  lead  service  from  the 
federal  government  was  how-to  export  information,  with  8%  of  small  exporters  and  14%  of 
midsize  companies  receiving  help  that  had  an  impact  on  their  exports  in  this  area. 

State  trade  offices  were  the  source  of  about  9%  of  all  valued  services  received  by  small 
companies  and  6%  of  valued  services  to  midsize  companies    State  programs  were  the  leading 
source  for  only  one  service,  training  to  help  exporters'  staif  handle  export  operations    They 
reached  more  than  5%  of  midsize  exporters  with  valued  assistance  in  only  one  area,  how-to 
information,  and  did  not  reach  this  threshold  with  any  service  to  small  firms 

Nonprofits  were  also  a  secondary  source  of  trade  support  The  nonprofit  sector  provided  5% 
or  more  of  small  exporters  with  valued  help  in  four  areas  —  how-to  information,  country  and 
product  market  information,  and  trade  shows  —  and  5%  or  more  of  midsize  exporters  in  5  areas 
—  how-to  information,  country  and  product  market  information,  trade  leads,  and  staflF  training. 
Nonprofits,  primarily  trade  associations,  were  the  lead  source  of  only  one  of  these  services  for 
small  firms  —  product  market  information  —  for  small  firms,  and  were  not  the  lead  source  for  any 
service  to  the  midsize  exporters. 

The  survey  documents  the  key  role  of  tht  private  sector  in  supporting  U.S.  exports.  Private 
service  providers  —  consultants,  shippers,  buyers,  distributors,  colleagues,  etc.  —  provided  valued 
help  to  5%  or  more  of  small  exporters  in  10  service  areas,  and  reached  one-fifth  or  more  with  four 
services:  counseling,  referrals  to  service  providers,  advice  on  shipping,  and  help  with  customs 
They  provided  valued  help  to  5%  or  more  of  midsize  exporters  in  fijlly  18  of  the  24  services 
studied  (but  did  not  reach  one-fifth  or  more  with  any  single  service. 

The  central  finding  of  the  survey  is  that  government  trade  services  have  value  for  small  and 
midsize  exporters.  They  are  not  the  only  source  of  assistance;  for  most  services,  they  are  not 
even  the  leading  source.  But  about  one  out  of  three  small  exporters  and  two  out  of  five  midsize 
exporters  received  at  least  one  service  fi-om  government  that  they  credited  with  helping  their 
exports.  While  this  result  certainly  leaves  ample  room  for  improvement  in  government  trade 
services,  it  nonetheless  constitutes  a  solid  and  respectable  performance. 

The  area  of  greatest  comparative  advantage  for  government  is  basic  information  on  how  to 

export,  how  to  find  the  best  export  markets,  and  how  to  enter  those  markets.  This  basic  trade 
information  is  highly  valued  by  companies  that  receive  it,  and  govenunent  is  an  extremely 
important  source  of  this  information.  39%  of  all  valued  information  services  to  small  firms  and 
over  half  of  all  such  services  to  midsize  firms  came  fi"om  a  government  source. 

The  U.S.  Department  of  Commerce  was  the  most  important  source  of  government  services, 

particularly  trade  information.  In  an  era  when  government  services  are  under  attack,  this  finding 
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cannot  be  overemphasized.  One  out  of  four  valued  information  services  to  small  firms  and  nearly 
one  out  of  three  such  services  to  midsize  firms  came  fi-om  the  US  DOC.  Overall,  20%  of  small 
firms  and  28%  of  midsize  firms  got  at  least  one  service  fi^om  the  US.  DOC  that  had  an  impact  on 
their  exports. 

Despite  the  importance  of  government  services,  and  the  U.S.  DOC  in  particular,  nonprofits  and 
the  private  sector  account  for  the  vast  majority  of  services  received  by  exporters.  85%  of 

valued  services  to  small  companies  and  82%  of  those  to  midsize  exporters  came  fi-om  a  source 
other  than  the  federal  government,  overwhelmingly  fi'om  the  private  sector.  Unpaid  assistance 
fi'om  the  private  sector  —  advice  and  information  provided  by  shippers,  buyers,  distributors,  etc. 
—  was  the  most  important  source  of  assistance,  but  nonprofits,  such  as  trade  associations,  and 
consultants  also  provided  a  great  deal  of  valued  help. 

Government  services  lag  in  quality,  particularly  federal  services.  Only  half  of  services  to  small 
exporters  and  60%  of  those  to  midsize  firms  were  ranked  as  having  an  impact,  compared  to  80% 
and  73%,  respectively,  for  those  fi^om  the  private  sector.  While  the  accessibility  and  quality  of 
federal  services  have  improved  markedly  in  recent  years,  there  is  clearly  a  long  way  to  go  in 
reforming  the  Department  of  Commerce.  State  programs,  by  contrast,  were  well-received  by 
small  companies,  rating  above  nonprofits  and  the  private  sector  to  this  group,  but  falling  dead  last 
among  midsize  firms. 

These  findings  suggest  that  government  should  work  more  closely  with  private  service 
providers,  both  to  reach  more  exporters  and  to  improve  the  quality  of  information  and  support 
reaching  exporters  through  private  channels.  Direct  services  to  exporters  certainly  have  a  role, 
but  partnerships  with  private  and  nonprofit  service  providers  must  be  pursued  much  more 
aggressively  than  they  have  been  in  the  past. 

Trade  finance  is  a  major  barrier  to  small  and  midsize  exporters,  and  one  that  government 
is  not  addressing  effectively.  Use  of  government  finance  programs  was  nearly  invisible  in  the 
survey,  even  though  exporters  reported  serious  problems  financing  exports.  The  lack  of  private 
sector  export  finance  stands  in  the  way  of  increased  exports  by  small  and  midsize  American  firms, 
a  problem  that  is  simply  not  being  addressed  by  government  export  finance  programs. 

The  primary  challenge  for  the  future  is  not  to  expand  the  number  of  midsize  firms  exporting.  The 
overwhelming  majority  of  midsize  firms  —  80%  —  are  already  exporting.  But  exports 
remain  a  small  share  of  sales  for  most  midsize  firms.  Small  firms  are  still  staying  away  fi'om 
export  markets  in  droves. 

Government  services  are  making  a  contribution  to  U.S.  export  performance,  but  much 
more  could  be  done.  To  reach  their  potential,  government  services  must  be  improved  in 
quality  and  their  availability  must  be  increased.  In  an  era  when  more  must  be  done  with  fewer 
resources,  strategic  partnerships  with  the  private  sector  offer  the  most  promising  means  of 
increasing  impact  with  the  limited  resources  available. 
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Market  Shares  for  Export  Services 


Type  of  service  and  source 

Source  of  valued  services                 1 
(Market  share  for  each  type  of  service)     1 

Small  exporters 

Midsize  exporters   1 

Information  Services                                                                        1 

Federal 

27 

32 

Other  government 

12 

15 

Nonprofit 

22 

20 

Private 

39 

33 

Buyer  Contacts                                                                            | 

Federal 

14 

15 

Other  government 

7 

10 

Nonprofit 

17 

12 

Private 

62 

63 

Trade  Mechanics                                                                        | 

Federal 

8 

9 

Other  government 

7 

2 

Nonprofit 

12 

11 

Private 

73 

78 

38 


Export-Import  Bank 

President  and  Chairman  of  ttie  United  States 


June  20,  1995 


Dear  Mr  Chairman: 

Thank  you  for  inviting  the  Export-Import  Bank  (Ex-Im  Bank)  to  submit  written 
recommendations  regarding  the  impact  of  consolidation  of  the  trade  agencies  on  small  business. 
I  am  personally  committed  to  making  small  business  a  top  priority  at  Ex-Im  Bank    It  is  my  behef 
that  for  the  United  States  to  develop  an  export  mentality,  the  change  must  come  from  small 
business    Therefore,  although  I  was  not  present  at  the  May  23  hearing,  I  welcome  the 
opportunity  to  share  my  views  with  you. 

Since  I  became  President  and  Chairman  of  the  Export-Import  Bank,  I  have  worked,  along 
with  my  counterparts  from  19  different  agencies,  as  a  member  of  the  Trade  Promotion 
Coordinating  Committee  (TPCC)  to  formulate  a  sound  national  export  strategy    The  TPCC  is  a 
Congressionally-mandated  program  that  coordinates  the  trade  promotion  activities  of  the  US. 
Government.  The  TPCC  has  produced  a  set  of  recommendations  and  actions  that  give  a  great 
boost  to  the  ability  of  large  and  small  American  companies  to  compete  in  the  global  marketplace. 
I  am  pleased  with  the  accomplishments  of  the  TPCC  during  the  past  two  years.  However,  that 
does  not  mean  we  have  done  enough.  I  believe  we  can  do  more 

The  TPCC  recognizes  the  export  needs  of  large  corporations  are  different  from  those  of 
small  businesses  and  made  recommendations  to  meet  the  needs  of  each  group    Small  businesses, 
for  example,  have  a  greater  need  for  counseling  and  information  about  opportunities  in  overseas 
markets    In  addition,  they  have  a  more  difficult  time  accessing  government  programs    One  of  the 
major  steps  for  improving  support  to  small  businesses  is  the  opening  of  the  US  Export 
Assistance  Centers  (USEACS),  or  one  stop  shops,  in  major  US  cities  throughout  the  country. 
Ex-Im  Bank  is  cooperating  with  the  TPCC  to  insure  the  success  of  these  initiatives  so  large  and 
small  exporters  can  receive  all  needed  assistance  offered  by  the  US  Government 

I  also  want  to  emphasize  that  the  mandate  of  the  Export-Import  Bank  is  to  help  finance 
U.S.  exports  and  create  American  jobs.  For  each  transaction  the  Bank  supports.  Congress  has 
required  that  there  is  a  reasonable  assurance  of  repayment 


Consolidating  Ex-Im  Bank,  OPIC  and  TDA  --  or,  including  Commerce  as  well,  to  create 
a  Department  of  Trade  would  create  one  more  large  government  bureaucracy    The  private  sector 
has  learned  that  small,  flexible  organizations  are  the  most  effective.  The  same  holds  true  for  the 
trade  finance  agencies    The  public  wants  small,  efficient,  responsive  organizations  that  can  deliver 
real  value    The  trade  finance  agencies  are  doing  just  that 

Ex-Im  Bank,  OPIC  and  TDA  are  small,  flexible  and  effective  agencies  that  do  different 
jobs    Ex-Im  Bank  finances  exports  and  has  no  development  mandate    OPIC  insures  against 
political  risks  of  US  investment  in  foreign  countries,  and  TDA  makes  grants  to  finance  feasibility 
studies.  OPIC  and  TDA  have  development  as  part  of  their  mandates 

Consolidation  alone  does  not  save  money,  unless  some  functions  are  actually  eliminated 
Since  the  functions  of  the  three  independent  agencies  are  different  and  essential  to  sustaining  US 
trade  and  investment,  no  money  could  be  saved  without  harming  U.S.  businesses  operating  in  the 
growth  markets 

An  alternative  consolidation  approach  proposed  in  Congress  increases  the  size  of  the  State 
Department  by  including  Ex-Lm  Bank,  OPIC  and  TDA    The  State  Department  concerns  itself 
with  foreign  policy,  Ex-Im  Bank  does  not    We  support  US  export  jobs  Thus,  this  approach 
increases  inefficiency  and  bureaucracy 

I  believe  the  trade  agencies  are  working  together  more  successfully  than  ever  before.  My 
recommendation  is  to  not  fix  it,  if  it  is  not  broken    American  companies  will  be  at  a  disadvantage 
if  these  programs  are  dismantled    U  S  market  share  is  important  in  emerging  markets,  and  high 
paying  American  jobs  will  be  lost    I  appreciate  your  interest  in  the  Ex-Im  Bank    I  would  be 
happy  to  discuss  these  matters  with  you  personally 


Sincerejy, 


The  Honorable  Donald  A  Manzullo 

Chairman 

Subcommittee  on  Procurement,  Exports  and  Business  (Opportunities 

Committee  on  Small  Business 

US  House  of  Representatives 

Washington,  DC  20515 
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United  States  General  Accounlinj;  OfTice 


/^  Ar^  Testimony 

Before  the  Subcommittee  on  Procurement,  Exports,  and 
Business  Opportunities,  Committee  on  Small  Business, 
House  of  Representatives 


EXPORT  PROMOTION 

Rationales  for  and  Against 
Government  Programs  and 
Expenditures 


Statement  of  Allan  I.  Mendelowitz,  Managing  Director 
International  Trade,  Finance,  and  Competitiveness 
General  Government  Division 


GAO/T-GGD-95-169 
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EXPORT  PROMOTION:   RATIONALES  FOR  AND  AGAINST  GOVERNMENT  PROGRAMS  AND 

EXPENDITURES 

SUMMARY  OF  STATEMENT  BY  ALLAN  I.  MENDELOWITZ ,  MANAGING  DIRECTOR 
INTERNATIONAL  TRADE,  FINANCE,  AND  COMPETITIVENESS 
GENERAL  GOVERNMENT  DIVISION 

In  the  current  tight  budget  environment.  Congress  is  carefully 
assessing  the  need  for  continued  funding  of  federal  export  promotion 
programs,  among  others.   Today's  testimony  attempts  to  answer  two 
questions:   (1)   What  are  the  analytically  grounded  justifications  for 
export  promotion  programs?  (2)  Are  there  opportunities  for  budgetary 
savings  to  make  the  programs  more  cost-effective? 

There  is  no  definitive  empirical  work  that  demonstrates  unequivocally 
the  net  impact  on  the  nation--positive  or  negative--of  government 
funding  for  export  promotion  programs.   Supporters  and  opponents  of 
government  export  promotion  programs  have  mainly  relied  on  qualitative 
arguments  to  make  their  cases.   Concerning  macroeconomic 
considerations,  supporters  of  the  programs  have  cited  job  creation  and 
trade  deficit  reduction  as  reasons  for  government  funding.   As  GAO  has 
reported  in  the  past,  export  promotion  programs  cannot  produce  a 
substantial  change  in  the  U.S.  trade  balance--nor  in  the  level  of 
employment.   The  levels  of  these  variables  are  largely  determined  by 
the  macroeconomic  policies  of  the  United  States  and  its  trading 
partners.   Concerning  microeconomic  considerations,  supporters  of 
export  promotion  programs  believe  that  such  programs  are  needed 
because  of  real  world  deviations  from  the  conditions  necessary  to  make 
markets  work  efficiently.   Opponents  believe  that  the  government 
cannot  do  better  than  the  market  and  that  government  intervention  can 
make  even  a  bad  situation  worse. 

Other  reasons  given  to  support  government  funding  of  export  promotion 
programs  relate  to  using  trade  promotion  programs  to  achieve  broader 
trade  policy  objectives.   For  example,  export  price  subsidies,  such  as 
those  offered  by  the  U.S.  Department  of  Agriculture  (USDA)  through  its 
Export  Enhancement  Program  and  those  offered  by  the  U.S.  Export-Import 
Bank  through  its  "war  chest,"  were  designed  to  help  level  the  playing 
field  for  U.S.  exporters  facing  subsidized  foreign  competitors. 
However,  they  were  also  intended  to  pressure  subsidizing  competitors 
to  come  to  the  negotiating  table  and  agree  to  reduce  their  subsidies. 
While  it  is  difficult  to  empirically  link  these  programs  to  the 
outcome  of  negotiations,  the  United  States  has  had  some  success  in 
negotiating  reductions  in  agricultural  export  subsidies  and  officially 
supported  export  credit  subsidies. 

Regarding  the  cost-effectiveness  of  government  export  promotion 
programs,  GAO  has  emphasized  the  need  for  integrating  the  efforts  of 
the  large  number  of  federal  agencies  that  have  trade  progreims  in  order 
to  reduce  overlap,  improve  program  effectiveness,  and  reduce  waste. 
GAO  has  also  identified  opportunities  for  cost  savings,  mainly  in 
certain  USDA  export  programs.   For  example,  GAO  has  determined  that 
Public  Law  480  title  I  food  aid  has  only  minimally  contributed  to 
meeting  its  program  objectives.   Public  Law  480  title  I  was 
appropriated  $291  million  in  fiscal  year  1995. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  testify  before  this  Subcommittee 
on  the  rationales  for  and  against  the  operation  of  government 
export  promotion  programs.   The  U.S.  government  currently  has  a 
number  of  trade  promotion  programs  that  provide  business 
counseling,  training,  market  research  information,  trade  missions 
and  fairs,  export  subsidies,  and  export  finance  assistance.   These 
programs  are  designed  to  increase  export  awareness;  provide 
technical  assistance,  market  information,  representational 
assistance,  and  competitive  export  financing;  or  make  specific 
products  price  competitive. 

In  today's  tight  budget  environment,  Congress  is  looking  carefully 
at  the  need  and  justification  for  all  government  programs  and 
expenditures.   In  particular,  federal  government  export  promotion 
programs  are  receiving  close  scrutiny  because  they  involve,  at  a 
minimum,  government  intervention  in  markets,  and,  in  the  most 
expansive  form,  the  provision  of  subsidies  to  private  sector 
business.   Therefore,  three  different  types  of  questions  are 
relevant  with  respect  to  these  programs. 

What  are  the  analytically  grounded  justifications  for  such 
programs? 

Are  there  opportunities  for  budgetary  savings  to  make  the 
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programs  more  cost-effective? 

Are  such  programs,  irrespective  of  whether  they  are  cost- 
effective  and  grounded  in  an  analytically  defensible 
rationale,  worthy  of  the  expenditure  of  taxpayer  funds,  given 
the  extent  of  proposed  reductions  in  government  expenditures 
across  a  whole  range  of  program  areas? 

Clearly  the  answer  to  the  last  question  is  unambiguously  Congress' 
prerogative.  In  my  statement  today,  I  will  provide  information  on 
the  first  two  questions. 

BACKGROUND 

International  trade  can  enable  the  country  to  achieve  a  higher 
standard  of  living  through  making  and  exporting  goods  and  services 
that  are  produced  here  relatively  efficiently,  and  importing  goods 
and  services  that  are  produced  here  relatively  inefficiently. 
Supporters  of  export  promotion  programs  view  increased  exports  as  a 
way  to  enhance  the  benefits  gained  from  international  trade  and, 
thereby,  further  improve  the  economic  well-being  of  the  U.S. 
public.   Opponents  of  such  programs  view  them  as  an  unnecessary 
interference  in  the  workings  of  the  market. 
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SCOPE  AND  METHODOLOGY  •       ."   r'  : ;  -  ■ . 

The  first  part  of  my  testimony,  which  discusses  the  arguments  for 
and  against  government  export  promotion  programs,  relies  heavily  on 
economic  analysis.   With  respect  to  the  conceptual  justifications 
for  government  intervention  in  the  economy,  economics  has  a  highly 
developed  theoretical  literature.   However,  the  economics 
literature  includes  relatively  little  empirical  analysis  of  export 
promotion  programs  in  particular.    One  reason  for  this  is  that  it 
is  very  difficult  methodologically  to  demonstrate  a  definite  link 
between  government  export  promotion  programs  and  their 
consequences.   This  is  true  both  in  terms  of  supporters'  claims  of 
any  actual  increase  in  exports  and  of  opponents'  claims  of  an 
alleged  deterioration  in  economic  welfare  as  a  result  of  export 
promotion  efforts.   Owing  to  these  empirical  difficulties,  debates 
over  government  assistance  to  exporting  rely  heavily  on  qualitative 
arguments . 

The  second  part  of  my  testimony  highlights  opportunities  for    '  J^- 
achieving  efficiencies  and  savings  in  export  promotion  programs.  To 
do  so,  we  have  referred  to  our  past  audit  work  that  relied  on  more 
traditional  audit  and  evaluation  methodologies. 

RATIONALES  FOR  GOVERNMENT  EXPORT  PROMOTION  ASSISTANCE 

Concerning  the  conceptual  bases  for  and  against  export  promotion 
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programs,  arguments  have  relied  on  the  following: 

macroeconomic  considerations  (i.e.,  the  impact  on  jobs  and  the 
trade  deficit) ; 

microeconomic  considerations  (i.e.,  the  extent  to  which 
government  enhances  or  detracts  from  the  efficiency  of 
markets) ;  and 

trade  policy  objectives. 

Macroeconomic  Considerations 

Some  supporters  of  export  promotion  programs  point  to  jobs  created 
by  exports  as  an  important  reason  for  such  government  backing. 
Similarly,  others  have  supported  export  promotion  programs  as  a  way 
to  reduce  the  U.S.  trade  deficit.   However,  as  we  have  testified 
before,  these  programs  cannot  produce  a  substantial  change  in  the 
U.S.  trade  balance^- -nor  can  they  produce  a  substantial  change  in 
employment  levels .   The  levels  of  these  variables  are  largely 
determined  by  the  underlying  competitiveness  of  the  U.S.  economy 
and  by  the  macroeconomic  policies  of  the  United  States  and  its 
trading  partners . 


^See  our  March  1993  testimony.  Export  Promotion:  Governmentwide 
Strategy  Needed  for  Federal  Programs  (GAO/T-GGD-93-7,  Mar.  15, 
1993)  . 
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Microeconomic  Considerations  """     "  '  '   ■  '■' 

Economists,  as  a  general  proposition,  oppose  government    '  "' 
intervention  in  private  markets  because  markets  typically  produce 
more  efficient  outcomes.   Government  intervention  tends  to  distort 
resource  allocation  and  create  inefficiencies.   However,  for 
markets  to  be  able  to  achieve  the  anticipated  level  of  economic 
efficiency,  key  conditions  need  to  be  met.   For  example,  all  costs 
and  benefits  are  to  be  "internalized"  to  firms  and  consumers, 
market  participants  are  to  have  perfect  information  with  respect  to 
all  market  variables  and  the  future,  and  no  market  participants  may 
hold  monopoly  power.   When  such  key  conditions  are  not  satisfied, 
the  catcome  that  the  market  generates  may  not  be  the  most 
efficient.   It  is  in  such  circumstances,  referred  to  as  "market 
failures,"  that  the  economics  literature  discusses  how  government 
intervention  can  improve  economic  efficiency. 

Arguments  both  for  and  against  export  promotion  programs  can  be 
tied  to  the  concept  of  market  failure.   Supporters  of  government 
assistance  for  exporters  hold  that  real  world  deviations  from  the 
conditions  necessary  to  make  markets  work  efficiently  provide  a 
strong  justification  for  such  programs.   Corrections  of  these 
market  failures  can  improve  economic  efficiency  and  overall 
economic  well-being.   On  the  other  hand,  opponents  of  government 
assistance  hold  that  the  government  cannot  do  better  than  the 
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market  and  that  government  intervention  can  make  even  a  bad 
situation  worse. 

Technological  spillovers  is  an  example  of  a  market  failure  that 
could  be  used  to  argue  for  government  assistance  to  increase 
exports.   Proponents  argue  that  such  government  intervention  would 
help  the  nation  maximize  the  benefits  from  technological 
innovation,  such  as  increasing  the  number  of  high-wage  jobs  and 
increasing  the  financial  returns  to  innovation.   Opponents  argue 
that  this  type  of  assistance  involves  the  government's  picking 
winners--something  it  does  not  do  well.   Furtheirmore ,  in  today's 
integrated  world  market,  it  is  not  possible  for  one  country  to 
secure  all  the  gains  from  a  technological  innovation. 

Trade  Policy  Objectives 

Other  reasons  offered  in  support  of  export  promotion  programs 
relate  to  the  use  of  trade  promotion  to  achieve  broader  trade 
policy  objectives.   Trade  policy  objectives  include  helping  U.S. 
firms  overcome  foreign  trade  barriers  that  make  it  difficult  for 
U.S.  products  to  penetrate  foreign  markets,  leveling  the  playing 
field  for  U.S.  companies  competing  against  foreign  companies  that 
receive  government  support,  and  countering  foreign  subsidies  as  a 
trade  policy  strategy  to  induce  foreign  governments  to  negotiate  to 
reduce  and  eliminate  such  subsidies. 
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ECONOMIC  RATIONALES,  TRADE  POLICY  OBJECTIVES,  AND  THFTR 
RELATIONSHIP  TO  DIFFERENT  TYPES  OF  EXPORT  PROMOTION 

Several  aifferent  rationales  may  provide  the  justification  for  any 
specific  government  support  for  exporting.   By  way  of  example,  I 
will  discuss  the  following  four  types  of  export  promotion 
activities:   export  price  subsidies,  providing  foreign  market 
information,  government  advocacy  for  U.S.  businesses,  and  export 
finance  assistance.       _.   .      -    :  _      ',..."-   -^■"  ""  -   ~ 

Export  Subsidies 

Severe.  1  government  programs  provide  subsidies  for  specific  U.S. 
exports.   They  include  the  Export  Enhancement  Program  (EEP)  at  the 
U.S.  Department  of  Agriculture  (USDA)  and  the  "war  chest"  at  the 
U.S.  Export-Import  Bank  (Eximbank) .   These  programs  were  structured 
in  part  to  offset  foreign  government  export  subsidies,  i.e.,  to 
level  the  playing  field  for  U.S.  exporters  facing  subsidized      ' 
foreign  competition.   In  the  case  of  EEP,  the  target  has  been  the 
subsidized  agricultural  exports  of  the  European  Union  (EU) .'   In 
the  case  of  the  war  chest,  the  target  has  been  the  "tied  aid"^ 


'The  EU,  formerly  the  European  Community,  is  a  political  and 
economic  union  of  15  European  countries.   The  EU's  member  states 
are  Austria,  Belgium,  Denmark,  Germany,  Finland,  France,  Greece, 
Italy,  Ireland,  Luxembourg,  the  Netherlands,  Portugal,  Spain,     • 
Sweden,  and  the  United  Kingdom. 

\  ■ 
^Tied  aid  refers  to  foreign  assistance  that  is  linked  to  the  • 
purchase  of  exports  from  the  country  extending  the  assistance.   In 
February  1994,  the  Tied  Aid  Capital  Projects  Fund  replaced  the  War 
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exports  of  countries  like  France  in  industrial  sectors  such  as 
telecommunications,  satellites,  and  air  traffic  control  systems.' 
These  mechanisms  have  served  the  interests  of  particular  U.S. 
companies  that  have  faced  foreign  subsidized  competition.   Howevei 
from  an  economic  efficiency  perspective,  it  is  difficult  to  make 
the  case  that  such  mechanisms,  unless  they  achieve  broader 
objectives  than  just  leveling  the  playing  field,  enhance  national 
economic  well-being.   ■  ;   '  -   . • 

In  fact,  these  subsidy  programs  were  not  justified  simply  on  the 
basis  of  leveling  the  playing  field.   In  the  case  of  EEP  and  the 
war  chest,  the  subsidies  were  specifically  tied  to  achieving 
certain  trade  policy  goals.   The  subsidies  were  employed  as  a  way 
to  pressure  subsidizing  competitors  to  come  to  the  negotiating 
table  and  agree  to  reduce  or  negotiate  away  the  subsidies. - 
The  United  States  has  made  progress  in  negotiating  reductions  in 
officially  supported  export  credit  subsidies  at  the  Organization 


Chest  fund,  which  had  been  in  existence  since  1986. 

*For  more  on  tied  aid,  see  Competitors'  Tied  Aid  Practices  Affect 
U.S.  Exports  (GAO/GGD-94-81,  May  25,  1994),  and  our  testimony 
International  Trade:  U.S.  Efforts  to  Counter  Competitors'  Tied  Aid 
Practices  (GAO/T-GGD-95-128,  Mar.  28,  1995) . 

^See  International  Trade:  Impact  of  the  Uruguay  Round  Agreement  on 
the  Export  Enhancement  Program  (GAO/GGD-94-180BR,  Aug.  5,  1994), 
U.S.  Department  of  Agriculture:   Foreign-Owned  Exporters' 
Participation  in  the  Export  Enhancement  Program  (GAO/GGD-95-127, 
May  11,  1995),  and  GAO/GGD-94-81. 
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for  Economic  Cooperation  and  Development  (OECD)^  and  reductions  in 
agricultural  export  subsidies  in  the  recently  completed  Uruguay 
Round  of  negotiations  of  the  General  Agreement  on  Tariffs  and  Trade 
(GATT) .' 

Foreign  Market  Information 

Some  U.S.  producers  of  competitive  products  may  not  export  because 
they  lack  information  about  export  markets .   The  Department  of 
Commerce,  through  its  Commercial  Service,  has  programs  to  provide 
commercially  valuable  information  that  the  private  sector  may  not 
otherwise  be  able  to  acquire.   For  instance,  U.S.  embassy  personnel 
may  obtain  significant  data  in  foreign  countries  where  the 
government  plays  a  large  role  in  the  economy  or  in  matters  relating 
to  foreign  government  procurement.   Commerce's  programs  attempt  to 
make  this  information  available  to  the  U.S.  business  community, 


'OECD  is  a  forum  for  monitoring  economic  trends  and  coordinating 
economic  policy  among  its  24  member  countries,  which  include  the 
economically  developed,  free-market  democracies  of  North  America, 
Western  Europe,  and  the  Pacific.   A  1992  OECD  agreement,  sometimes 
referred  to  as  the  "Helsinki  package, "  strengthened  previously 
established  guidelines  intended  to  minimize  trade  distortions  that 
can  result  from  the  use  of  tied  aid. 

■'Under  the  Final  Act  of  the  Uruguay  Round  GATT  agreement,  trade  in 
agricultural  goods  is  more  completely  covered  by  GATT  disciplines 
than  previously,  and  tariff  and  nontariff  barriers  are  being 
reduced.   The  Agreement  on  Agriculture  requires  member  countries  to 
make  specific  reductions  in  market  access  restrictions,  export 
subsidies,  and  internal  support  over  a  6-year  period,  beginning  in 
1995.   For  our  analysis  of  the  agreement,  see  The  General  Agreement 
on  Tariffs  and  Trade:  Uruguay  Round  Final  Act  Should  Produce 
Overall  U.S.  Economic  Gains  (GAO/GGD-94-83a  and  83b,  July  29, 
1994)  . 
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and,  thereby,  enhance  the  export  opportunities  for  competitive  U.S. 
products.   In  other  cases,  small-  and  medium-sized  firms  that  have 
competitive  products  may  lack  the  economies  of  scale  to  justify 
expenditures  for  information  about  foreign  markets.   If  the 
government  has  this  information  and  it  can  be  provided  in  a  cost- 
effective  manner  to  potential  users,  there  may  be  some  efficiency 
gains.   For  example,  Commerce  makes  a  significant  amount  of 
information  available  to  exporters  in  the  National  Trade  Data  Bank 
(NTDB) .   The  NTDB  is  available  on  CD-ROM,  via  electronic  media,  and 
in  Commerce's  district  offices. 

Government  Advocacy  for  U.S.  Businesses 

U.S.  government  representation  on  behalf  of  a  U.S.  firm  competing 
for  a  potential  export  sale  may  influence  foreign  procurement 
decisions.   Typically,  such  representation  might  take  place  in  one 
of  two  different  circumstances.   In  the  first  instance,  in  cases 
where  the  foreign  government  has  significant  influence  over 
business  opportunities  in  the  private  sector,  U.S.  government 
representatives  may  help  establish  a  U.S.  firm's  credibility  to  the 
host  government.   In  the  second  instance,  U.S.  representatives  may 
exert  political/foreign  policy  leverage  to  advocate  for  U.S. 
businesses  in  order  to  counter  foreign  competitors'  use  of  high- 
level  government  advocacy. 

The  U.S.  government  has,  until  recently,  been  reluctant  to  publicly 
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support  specific  U.S.  producers  competing  for  large  foreign 
contracts.   However,  in  late  1993,  the  Trade  Promotion  Coordinating 
Committee  (TPCC)  created  an  advocacy  center  to  identify 
circumstances  when  high-level  advocacy  may  be  appropriate  and  to 
initiate  such  advocacy.   A  recent  example  of  high-level  advocacy  is 
the  efforts  made  to  convince  Saudi  Arabia  to  purchase  a  large 
number  of  U.S.  civil  aircraft  to  modernize  its  national  airline's 
fleet. 

To  the  extent  that  U.S.  officials  can  counter  the  advocacy  of 
foreign  government  officials,  U.S.  firms  with  competitive  products 
can  be  made  better  off  by  such  efforts.   Ultimately  the  more 
efficient  solution--but  one  that  is  more  difficult  to  achieve-- 
would  be  to  reduce  the  noneconomic  factors  that  are  brought  to  bear 
in  such  procurement  decisions  rather  than  expand  them. 

Export  Finance  Assistance 

The  U.S.  government  provides  export  finance  through  the  Eximbank, 
the  Small  Business  Administration  (SBA) ,  USDA,  and  other  agencies. 
Regarding  the  Eximbank,  over  the  years  the  private  sector, 
Congress,  and  the  executive  branch  have  debated  the  Eximbank 's  role 
in  a  free  market  economy,  where  the  private  sector  handles  the 
majority  of  export  financing.   According  to  its  supporters,  the 
Eximbank  historically  has  filled  gaps  created  when  the  private 
sector  has  been  reluctant  to  finance  certain  exports.   For  example. 


several  surveys  suggest  that  small-  and  medium-sized  U.S.  firms 
have  a  very  difficult  time  securing  export  finance  in  the  private 
market .   The  Eximbank  and  SBA  have  loan  guarantee  programs  for 
export-related  working  capital  to  respond  to  this  need.   In 
addition,  emerging  areas,  such  as  privately  undertaken 
infrastructure  projects  in  developing  countries,  present 
substantial  opportunities  for  U.S.  exporters.   However,  the 
perceived  risks  associated  with  the  long  time-horizons  involved  in 
financing  such  projects  may  be  greater  than  private  capital  markets 
are  willing  to  bear.   Therefore,  it  is  argued  that  government 
assistance  may  be  needed  to  enable  exporters  to  participate  in 
these  markets,  even  if  no  subsidy  costs  are  expected  to  be 
incurred.   The  opponents  of  government  intervention  say  that  there 
is  no  credible  empirical  evidence  that  private  capital  markets  do 
not  function  efficiently.  -    - 

In  addition  to  the  Eximbank,  the  federal  government  provides  large 
amounts  of  expert  credit  guarantees  for  U.S.  agricultural  exports 
under  USDA  programs.   USDA  supports  such  programs  on  the  basis  that 
markets  can  be  developed  in  countries  whose  long-term  prospects  are 
good--but  currently  have  difficulty  securing  financing  to  purchase 
imports.  As  we  have  testified  in  the  past,  these  programs  are  very 
costly.'  Furthermore,  the  extent  to  which  these  programs  finance 
exports  that  would  not  have  occurred  without  the  financing  is 


'See  Loan  Guarantees:  Export  Credit  Guarantee  Programs'  Costs  Are 
High  {GAO/GGD-93-45,  Dec.  22,  1992). 
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difficult  to  demonstrate. 

EVALUATING  THE  OPERATION  OF  EXPORT  PROMOTION  PROGRAMS 

Over  the  years,  we  have  done  a  large  body  of  work  on  federal  export 
promotion  activities.   We  have  identified  opportunities  for  more 
effective  governmentwide  allocation  of  export  promotion  resources, 
improvements  in  program  management  and  operations,  and  cost 
savings .    ,  .  ■;.  ;;.  -   .  ,  -^  -   .  ■'.--,    -  -.      .  --r   m-  —  -  -   -    " 

A  Unified  Strategy  for  Export  Promotion 

During  1991-92,  our  work  described  a  federal  export  promotion 
effort  that  was  fragmented  among  10  agencies  and  lacked  any 
governmentwide  strategy  or  priorities.'  We  found  that  federal 
efforts  in  this  area  suffered  from  inefficiency,  overlap, 
duplication,  and  apparent  funding  anomalies  that  increased  costs 
and  undermined  export  promotion  activities.   For  example,  the 
federal  government  at  the  time  maintained  a  fragmented  and      r ,  , 
inefficient  service  delivery  network  that  likely  confused  and 
discouraged  U.S.  firms  that  were  seeking  export  assistance.   .  ,    ' 

In  October  1992,  Congress  passed  legislation  to  address  these    j,,_ 


'See,  for  example.  Export  Promotion:  Federal  Programs  Lack 
Organizational  and  Funding  Cohesiveness  (GAO/NSIAD-92-49,  Jan.  10, 
1992) ,  and  our  August  testimony.  Export  Promotion:   Federal 
Approach  Is  Fragmented  (GAO/GGD-92-68.  Aug.  10,  1992). 
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problems.   Title  II  of  the  Export  Enhancement  Act  of  1992  (P.L.102- 
429)  created  an  interagency  mechanism  through  which  the 
administration,  working  closely  with  Congress,  might  rationalize 
and  strengthen  federal  export  promotion  efforts.   This  legislation 
codified  the  interagency  TPCC  and  tasked  it  to  issue  a  report  by 
September  30,  1993,  (and  annually  thereafter)  containing  "a 
governmentwide  strategic  plan  for  federal  trade  promotion  effcrts" 
and  describing  its  implementation.   This  strategy  was  to  be  cased 
on  a  set  of  governmentwide  priorities  and  to  include  a  unified 
budget  proposal  that  reflected  those  priorities. 

Before  the  completion  of  the  first  plan,  we  testified  on  criteria 
Congress  could  use  to  assess  it.'°  We  concluded  that  the  ultimate 
test  of  the  value  of  the  strategic  plan  would  be  whether  it  leads 
to  significant  change  and  improvement  in  the  cost-effectiveness  of 
federal  export  promotion  efforts. 

We  reviewed  TPCC's  initial  National  Export  Strateav.   The  September 
1993  strategy  contained  65  recommendations  for  improving  federal 
export  promotion  efforts.   These  included  several  recommendations 
for  major  improvements,  as  well  as  many  others  that  called  for 
incremental  innovations  that,  if  taken  together,  would  add  to 


^°See  our  July  1993  testimony.  Export  Promotion  Strategic  Plan:  Will 
it  Be  a  Vehicle  for  Change?  (GAO/T-GGD-93-43 ,  July  26,  1993). 
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meaningful  change.   However,  as  we  previously  testified/^  this 
initial  plan  was  only  a  start;  it  did  not  establish  governmentwide 
export  promotion  priorities,  nor  did  it  include  a  governmentwide 
unified  trade  promotion  budget.   We  characterized  this  plan  as  a 
"work  in  progress"  and  noted  that  we  looked  forward  to  the 
development  of  a  more  comprehensive  export  strategy.   We  are 
continuing  to  monitor  TPCC  efforts  to  fulfill  its  statutory 
responsibilities. 

Congress '  current  scrutiny  of  the  funding  for  export  promotion 
programs  provides  another  opportunity  to  look  at  where  government 
funds  are  being  expended  on  export  promotion  and  at  what  the  most 
cost-effective  way  may  be  to  allocate  any  funds  that  Congress  may 
make  available.    '   ■    '   ^ 

Opportunities  for  Cost  Savings       -  --- 

In  1991,  we  conducted  the  first  review  of  how  federal  resources  to 
support  exports  were  being  spent  across  the  government.^-  That 
study  found  that  agricultural  exports  accounted  for  about  10 
percent  of  U.S.  exports.   However,  agricultural  exports  received 
about  75  percent  of  the  federal  outlays  in  support  of  exporting  and 


'^See  our  September  1993  testimony.  Export  Promotion:   Initial 
Assessment  of  Governmentwide  Strategic  Plan  (GAO/T-GGD-93-48,  Sept. 
29,  1993),  and  our  October  1993  testimony.  Export  Promotion: 
Governmentwide  Plan  Contributes  to  Improvements  (GAO/T-GGD-94-35,  -- 
Oct.  26,  1993)  . 

^^See  footnote  9.  '   - 
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about  50  percent  of  the  export  credit  made  available  by  federal 
government  programs  in  fiscal  year  1991.   Agricultural  exports 
still  receive  the  largest  share  of  federal  government  assistance 
for  exporting,  and,  based  on  our  recent  studies,'^  include  some 
opportunities  for  budgetary  savings. 

Public  Law  480  Title  I  Food  Aid:   The  Public  Law  480  title  I 
food  aid  program  has  both  economic  development  and  market 
development  objectives.   Our  testimony  in  1994  reported  that 
Public  Law  480  title  I  was  only  minimally  contributing  to 
economic  development  in  beneficiary  countries  and  that  its 
contribution  to  long-term  market  development  for  U.S. 
agricultural  commodities  had  not  been  demonstrated.'^   If  this 
program  were  eliminated,  a  budget  savings  of  $291.3  million 
could  be  realized  based  on  the  fiscal  year  1995  appropriation. 

Cargo  Preference  Requirements  for  Food  Aid:    Current  statutes 
require  that  at  least  75  percent  of  food  aid  cargoes  be 
transported  on  U.S.  flag  ships.   The  average  cost  of  using 
these  ships  is  significantly  higher--as  much  as  $200  million  a 
year  higher--than  those  of  lower-cost  foreign  flag  vessels. 


'^See  Addressing  the  Deficit:  Budgetary  Implications  of  Selected  GAP 
Work  for  Fiscal  Year  1996  (GAO/OCG-95-2 ,  Mar.  15,  1995). 

'^See  Public  Law  480  Title  I:  Economic  and  Market  Development 
Objectives  Not  Met  (GAO/T-GGD-94-191 ,  Aug.  3,  1994). 
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In  a  1994  study/*  we  reported  that  the  application  of  the 
cargo  preference  requirement  to  food  aid  contributed  minimally 
to  realizing  the  objectives  of  the  Merchant  Marine  Act  of 
1936,  as  amended.   Consequently,  should  Congress  choose  to 
eliminate  the  cargo  preference  requirement  for  food  aid 
shipments,  as  much  as  $200  million  a  year  could  be  saved 
without  adversely  affecting  realization  of  the  objectives  of 
the  Merchant  Marine  Act. 

Market  Promotion  Program:   This  USDA  program  provides  funding 
to  not-for-profit  industry  associations  for  the  promotion  of 
U.S.  products  in  foreign  markets.   The  funds  are  either  used 
by  the  industry  associations  or  passed  along  to  for-profit 
private  companies  to  advertise  their  brand-name  products  in 
foreign  markets.   As  we  have  reported,  "■*  some  of  the  funding  is 
going  to  large  corporations  (like  Gallo  Wine  and  M&M  Mars) 
that  appear  to  have  no  need  for  taxpayer  funds  to  promote 
their  products.   Furthermore,  some  industry  associations  that 
receive  funding  may  at  the  same  time  raise  money  from  their 
members  to  promote  their  commodities  in  the  U.S.  market.   If 
industry  associations  are  able  to  raise  funds  from  members  to 
promote  their  commodities  in  the  U.S.  market,  it  seems  to 


^^See  Cargo  Preference  Requirements:   Objectives  Not  Significantly 
Advanced  When  Used  in  U.S.  Food  Aid  Programs  (GAO/GGD-94-215,  Sept. 
29,  1994)  . 

^^See  International  Trade:  Changes  Needed  to  Improve  Effectiveness 
of  the  Market  Promotion  Program  (GAO/GGD-93-125,  July  7,  1993). 
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indicate  that,  rather  than  using  taxpayer  funds,  they  might 
also  be  able  to  raise  funds  from  members  who  would  benefit 
financially  from  a  growing  export  market.   This  program  is 
currently  budgeted  at  $85.5  million  for  fiscal  year  1995. 

Export  Enhancement  Program:   EEP  was  created  in  1985  to 
counter  European  Community  (now  the  EU)  agricultural  export 
subsidies,  regain  market  share  for  U.S.  agricultural 
exporters,  and  pressure  the  European  Community  to  negotiate  a 
reduction  in  or  elimination  of  agricultural  export  subsidies. 
The  recently  implemented  GATT  Uruguay  Round  Agreement  includes 
a  binding  reduction  in  agricultural  subsidies  and  a  commitment 
to  negotiate  further  with  the  goal  of  achieving  additional 
reductions  in  subsidized  agricultural  exports.   The  results  of 
the  Uruguay  Round  offer  the  opportunity  to  reduce  or  eliminate 
financing  for  EEP,  which  is  funded  in  fiscal  year  1995  at  $800 
million. 

General  Sales  Manager  (GSM)  Export  Credit  Guarantee  Programs: 
USDA  is  legislatively  required  to  make  available  not  less  than 
$5.5  billion  a  year  in  export  credit  guarantees  (under  the 
GSM-102  and  -103  programs)'''  for  the  export  of  U.S. 


'^The  GSM-102  Export  Credit  Guarantee  Program  allows  foreign  buyers 
to  purchase  U.S.  agricultural  commodities  from  private  U.S. 
exporters,  with  U.S.  banks  providing  financing  with  terms  up  to  3 
years.   GSM-103,  the  Intermediate  Export  Credit  Guarantee  Program, 
is  similar  to  the  GSM-102  program,  except  that  the  terms  of  the 
credit  generally  have  a  repayment  period  exceeding  3  years,  but  not 
more  than  10  years. 
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agricultural  commodities.   As  we  reported  in  1992,''  the 
borrowers  of  these  funds  are  generally  developing  countries, 
which  are  fairly  high  credit  risks.   Because  of  the  riskiness 
of  the  borrowers,  these  programs  have  a  very  high  cost. 
Savings  can  be  realized  in  this  program  by  reducing  the  credit 
guarantees  made  available  to  the  most  risky  borrowers. 

CONCLUSIONS 

Diverse  reasons  underpin  U.S.  government  export  promotion  programs. 
While  such  expenditures  of  taxpayer  dollars  can  be  supported  or 
criticized  with  any  number  of  primarily  qualitative  arguments, 
there  is  no  definitive  empirical  work  that  demonstrates 
unequivocally  the  net  impact  on  the  nation--positive  or  negative. 
Nevertheless,  if  Congress  determines  that  export  promotion  remains 
a  program  area  on  which  to  expend  pubic  funds,  significant 
opportunities  for  cost  savings  and  organizational  changes  exist 
that  may  improve  the  cost-effectiveness  of  the  government's 
programs.  _  ._       _  .     --_,_  "_ 


^'See  Loan  Guarantees:  Export  Credit  Guarantee  Program  Costs  Are 
High  (GAO/GGD-93-45,  Dec.  22,  1992). 
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Mr.  Chairman,  this  concludes  my  prepared  statement.   I  will  be 
pleased  to  try  to  answer  any  questions  you  or  the  Subcommittee  may 
have . 
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I  want  to  thank  the  committee  for  the  opportunity  to  testify 
today  on  federal  export  promotion  programs.   After  more  than  a 
decade  of  hundred  billion  dollar  deficits,  it's  refreshing  to  see 
the  close  scrutiny  this  Congress  is  giving  to  these  and  many 
other  government  programs. 

Recently,  my  colleague  Stephen  Moore  and  I  released  a  Cato 
Institute  report  entitled  "Ending  Corporate  Welfare  as  We  Know 
It."   In  that  report,  we  compiled  a  list  of  over  125  spending 
programs — with  over  $85  billion  in  fiscal  year  1995  outlays — that 
in  one  way  or  another  provide  unique  advantages  to  specific 
industries  or  companies.   It  is  our  recommendation  that  all  of 
those  programs  be  terminated  and  the  money  be  returned  to  its 
rightful  owners,  the  American  taxpayers. 

Of  course,  not  all  of  those  125  programs  were  in  the  form  of 
export  promotion  programs.   Nevertheless,  in  fiscal  year  1995, 
the  total  outlays  for  just  six  of  the  major  government  export 
promotion  programs  came  to  nearly  $2  billion.   It  is  those  six 
programs  upon  which  I  will  focus  my  remarks. 

Perhaps  the  most  egregious  of  those  six  export  promotion 
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programs  is  the  Agriculture  Department's  $110  million  Market 
Promotion  Program  (MPP) ,  which  provides  private  companies  with 
taxpayer  dollars  to  help  offset  their  foreign  advertising  costs. 
In  1993  the  MPP  budget  included  nearly  $1.5  million  to  promote 
mink  furs,  over  $125,000  to  promote  frozen  bovine  semen,  and 
nearly  $120,000  to  promote  alligator  hides.   Much  of  this  money 
goes  to  America's  largest  corporations.   For  instance,  in  1993 
Sunkist  received  $6.6  million,  Ernest  &  Julio  Gallo  received  $4.9 
million,  the  Dole  Company  received  $1.6  million,  M  &  M  Mars 
received  $1  million,  Tyson  Foods  received  $800,000,  and  Campbell 
Soup  received  more  than  $500,000. 

The  rest  of  the  $2  billion  in  fiscal  year  1995  outlays  was 
spread  over  five  other  export  promotion  programs  as  follows: 

1)  More  than  $900  million  for  the  Agriculture  Department's 
Export  Enhancement  Program; 

2)  $70  million  for  the  Trade  Development  Program  in  the 
Commerce  Department's  International  Trade  Administration; 

3)  $160  million  for  the  International  Trade  Administration's 
U.S.  and  Foreign  Commercial  Service; 

4)  Over  $610  million  for  the  Export-Import  Bank;  and 

5)  $110  million  for  the  Agriculture  Department's  Foreign 
Agricultural  Service.  -  ->> 

If  the  goal  is  to  promote  economic  growth,  I  suggest  that 
these  six  programs  be  terminated.   Private  individuals  know  far 
better  how  to  make  their  businesses  profitable  than  do  government 
bureaucrats.   Thus,  the  health  of  America's  businesses  would  be 
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better  served  by  the  $2  billion  currently  spent  on  these  six 
programs  being  returned  to  the  hands  of  private  individuals, 
rather  than  leaving  it  in  the  hands  of  government  bureaucrats. 

What  follows  is  a  brief  description  of  the  six  export 
promotion  programs  mentioned  above  and  a  critique  of  the 
arguments  made  by  those  who  support  such  programs . 

1)  The  Agriculture  Department's  Market  Promotion  Program 
(MPP)  provides  taxpayer  dollars  to  private  companies  and  trade 
associations  to  offset  the  costs  of  advertising  U.S.  agricultural 
commodities  and  products  in  foreign  markets.   The  program  was 
started  in  1985  as  Targeted  Export  Assistance  (TEA) .   The  use  of 
TEA  funds  was  restricted  to  only  those  commodities  said  to  be 
adversely  affected  by  unfair  foreign  trade  practices.   When  MPP 
replaced  TEA  in  1990,  that  restriction  was  lifted. 

2)  The  Agriculture  Department's  Export  Enhancement  Program 
allows  foreign  purchasers  of  U.S.  agricultural  commodities  to  buy 
those  goods  at  lower  prices  than  U.S.  exporters  would  otherwise 
accept.   The  EEP  compensates  U.S.  exporters  for  the  difference 
between  those  two  prices.   In  essence,  American  taxpayer  dollars 
are  used  to  enable  citizens  of  other  nations  to  purchase  U.S. 
agricultural  commodities  at  lower  prices  than  U.S.  consumers 
themselves  can  purchase  those  goods. 

3)  The  Trade  Development  Program  in  the  Commerce 
Department's  International  Trade  Administration  (ITA)  uses 
taxpayer  dollars  to  assess  the  competitiveness  of  various  U.S. 
industries,  perform  trade  and  investment  analyses  in  support  of 
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industry  programs  and  trade  policies,  and  conduct  export 
promotion  programs  directed  toward  specific  industry  sectors. 

4)  The  ITA's  U.S.  and  Foreign  Commercial  Service  seeks  to 
increase  the  number  of  U.S.  firms  that  export  and  the  number  of 
foreign  markets  to  which  they  export.   It  uses  taxpayer  dollars 
to  provide  counseling  to  U.S.  businesses  on  exporting  (through  47 
district  offices  in  the  U.S.  and  overseas  offices  in  62 
countries) ,  to  provide  export  market  information,  and  to  promote 
and  facilitate  participation  of  U.S.  firms  in  trade  shows. 

5)  The  Export-Import  Bank  (Eximbank)  uses  taxpayer  dollars 
to  provide  subsidized  financing  to  foreign  purchasers  of  U.S. 
goods.   Eximbank  makes  direct  loans  to  those  buyers  at  below- 
market  interest  rates,  it  guarantees  the  loans  of  private 
institutions  to  those  buyers,  and  it  provides  export  credit 
insurance  to  exporters  and  private  lenders.   According  to  the 
Congressional  Budget  Office,  in  the  60  years  of  its  existence, 
Eximbank  has  lost  $8  billion  on  its  operations — most  of  that  in 
the  last  15  years.   In  addition,  the  new  subsidy  costs  for 
Eximbank  are  estimated  to  be  about  $800  million  a  year. 

6)  The  Agriculture  Department's  Foreign  Agricultural  Service 
(FAS)  uses  taxpayer  dollars  in  an  effort  to  increase  the  exports 
of  U.S.  agricultural  commodities  through  a  variety  of  activities. 
FAS  maintains  more  than  60  overseas  offices  with  agricultural 
counselors  who  seek  to  promote  U.S.  agricultural  commodities 
abroad.   FAS  develops  and  maintains  a  voluminous  database 
including  foreign  agricultural  production  estimates,  trade  data. 
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export  forecasts,  economic  indicators,  price  data,  and  export 
sales  reporting.   These  data  are  made  available  to  the  U.S. 
farming  industry  directly  and  are  used  to  produce  over  5,000 
reports  a  year  on  foreign  agricultural  production,  supply  and 
demand  in  foreign  markets,  and  trade  policy  developments. 
According  to  GAO,  "Much  of  the  reporting,  however,  is  put  to 
little  use  either  by  USDA  or  the  U.S.  agricultural  industry." 
[emphasis  added] 

The  proponents  of  government  export  promotion  programs 
assert  that  these  programs  are  good  for  the  economy  and  that 
export  promotion  is  a  legitimate  role  of  government.   A  critique 
of  some  of  those  arguments  follows. 

1)  It  is  alleged  that  U.S.  firms  (especially  small  and 
medium-sized  firms)  would  export  more  if  they  had  better 
information  on  export  markets  and  export  opportunities,  and  thus 
that  the  government  should  collect  and  disseminate  that 
information. 

This  argument  ignores  that  "information"  is  an  economic 
good.   Like  any  other  economic  good,  information  can  be,  and  is, 
traded  in  private  markets.   Recent  technological  advancements 
have  made  such  transactions  much  less  costly. 

Furthermore,  most  trade  information  is  beneficial  only  to 
specific  companies  or  industries.   There  is  no  justification  for 
using  the  tax  dollars  of  the  general  public  to  serve  the  narrow 
interests  of  such  specific  groups.   Government  should  not  be  in 
the  business  of  collecting  and  disseminating  trade  information. 
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The  individual  businesses  that  would  benefit  from  such 
information  should  be  willing  to  purchase  it  with  their  own 
funds.   The  taxpayer  should  not  be  forced  to  provide  it  for  them. 

2)  It  is  alleged  that  the  government — because  of  the  huge 
amount  of  resources  available  to  it — is  the  most  efficient 
organization  for  collecting  and  disseminating  trade  information, 
and  that  private  firms  (especially  small  and  medium-sized  ones) 
may  not  have  the  resources  to  obtain  such  information  on  their 
own. 

Given  recent  technological  advancements  that  have  made 
obtaining  information  through  on-line  computer  services,  for 
instance,  less  difficult  and  less  costly,  this  argument  holds 
less  and  less  weight. 

Further,  if  you  were  a  businessman,  and  you  wanted  some 
reliable  information  on  overseas  trade  opportunities,  who  would 
you  go  to,  the  federal  government  or  a  private  company?   If  both 
were  selling  such  information  at  the  market  rate,  you  would  most 
likely  choose  a  private  company. 

3)  It  is  alleged  that  government  needs  to  provide  trade 
information  and  services  because  private  firms  are  not  doing  so. 

Since  government  export  promotion  programs  are  funded  by 
taxpayer  dollars — rather  than  by  private  investors  putting  their 
own  funds  at  risk — their  services  are  often  available  free  of 
charge,  or  at  least  at  below-market  rates.   Thus,  the  very 
existence  of  these  programs  makes  it  more  difficult  for  private 
firms — which  must  meet  a  bottom  line — to  compete  in  providing  the 


69 


same  services.   In  essence,  the  taxpayers'  own  dollars  are  used 
to  help  government  agencies  compete  against  private  companies 
that  seek  to  provide  the  same  services.   Then  the  reduced  ability 
of  those  private  companies  to  compete  is  used  to  justify  spending 
even  more  taxpayer  dollars. 

4)  It  is  alleged  that  if  foreign  buyers  were  made  more  aware 
of  U.S.  products,  overseas  demands  for  those  goods  would 
increase,  and  that  the  government  should  therefore  seek  to 
promote  that  awareness. 

The  same  could  be  said,  however,  for  domestic  buyers.   In 
neither  case  does  that  justify  the  expenditure  of  taxpayer 
dollars.   Developing  product  awareness  is  an  essential  element 
for  business  success  in  all  industries.   Those  who  directly 
benefit  from  that  success,  the  owners  and  shareholders  of  private 
businesses,  should  be  the  ones  responsible  for  achieving  it. 
Taxpayers  should  not  be  held  responsible  for  assuring  that 
individual  private  businesses  remain  profitable. 

5)  It  is  alleged  that,  due  to  lack  of  accurate  information, 
banks  often  overestimate  the  level  of  risk  involved  in  exporting, 
and  that  as  a  result  small  and  medium-sized  exporting  firms  often 
have  difficulty  obtaining  export  financing,  or  must  pay  "high 
costs"  for  such  financing.   If  the  government  provided  "better" 
information  about  the  "actual"  risks,  the  argument  goes,  more 
financing  would  be  available  at  lower  costs. 

This  reasoning  ignores  the  fact  that  banks  already  have  a 
direct  financial  incentive  to  learn  the  actual  risks  involved 
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with  potential  loans.   If  a  bank  were  to  consistently  operate  on 
truly  faulty  perceptions  of  those  risks,  it  would  lose  out  in  the 
marketplace  to  banks  which  were  operating  on  more  accurate 
perceptions  of  risk.  -',  ;•* 

6)  It  is  said  that  small  and  medium-sized  companies  in 
particular  need  the  assistance  of  government  export  promotion 
programs  in  order  to  succeed. 

Even  if  that  were  true,  most  government  export  promotion 
programs  currently  shower  their  benefits  disproportionately  on 
"big" — not  small — businesses.   More  importantly,  the  American 
workforce  is  the  best  in  the  world.   America's  businesses, 
whether  large  or  small ,  do  not  need  the  assistance  of  government 
programs  in  order  to  survive.   What  they  need  is  for  government 
to  get  out  of  the  way.       •-  ■.  ■.   •  ■•  j.-- -  '      t  ;•   a 

In  addition,  the  same  principle  applies  to  programs  that  ■• 
would  benefit  small  businesses  as  to  those  which  benefit  big 
businesses:  taxpayer  dollars  should  not  be  used  to  prop  up  the 
bottom  line  of  private  businesses,  regardless  of  their  size. 

In  conclusion,  government  should  not  be  in  the  business  of 
using  taxpayer  dollars  to  promote  exports  for  three  simple 
reasons: 

1)  It's  unconstitutional. 

Nowhere  in  the  Constitution  is  the  federal  government 
granted  the  power  to  spend  general  taxpayer  dollars  to  promote 
the  welfare  of  specific  groups,  whether  through  export  promotion 
programs  or  through  any  other  means. 
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2)  It's  too  expensive. 

The  six  programs  I  have  discussed  alone  consume  $2  billion 
of  taxpayer  money.   If  the  goal  is  to  promote  economic  growth, 
that  money  would  be  put  to  much  better  use  by  simply  leaving  it 
in  the  hands  of  its  rightful  owners,  the  American  taxpayers. 

3)  It  doesn't  work. 

It's  difficult  to  believe  that  government  employees  somehow 
have  a  greater  ability  to  promote  the  exports  of  private 
businesses  than  do  the  owners  of  those  businesses  themselves. 
After  all,  those  private  business  owners  are  putting  their  own 
money  at  risk.   All  that  those  who  run  export  promotion  programs 
are  putting  at  risk  is  the  hard-earned  tax  dollars  of  America's 
overburdened  taxpayers. 
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BUDGET  OF  THE  UNITED  STATES  GOVERNMENT 


Fiscal  Year  1996 
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10.     IMPLEMENTING  THE  NATIONAL  EXPORT  STRATEGY 


As  part  of  its  policy  of  promoting  freer  trade  on  a 
reciprocal  basis,  the  Clinton  Administration  has  been 
working  closely  with  the  private  sector  and  with  our 
trading  partners  to  open  foreign  markets  through  bilat- 
eral, regional,  and  multilateral  trade  agreements.  The 
goal  is  to  encourage  American  exports  by  reducing  trade 
barriers  and  by  improving  the  eflBciency  of  our  export 
promotion  programs.  Significant  progress  has  already 
been  made  on  all  fronts. 

•  During  the  last  two  years,  the  Administration  suc- 
cessfuLy  concluded  negotiations — and  passed 
through  Congress  with  strong  bipartisan  sup- 
port— two  of  the  largest  trade  agreements  ever 
completed:  the  Uruguay  Round  of  the  General 
Agreement  on  Tariffs  and  Trade  (GATT),  and  the 
North  American  Free  Trade  Agreement  (NAFTA) 
establishing  a  free  trade  area  among  the  United 
States,  Mexico,  and  Canada  The  Administration 
also  is  working  to  attain  freer  trade  in  the  West- 
em  Hemisphere  and  the  Asia-Pacific  region. 

•  On  a  bilateral  level,  the  Administration  concluded 
a  number  of  agreements,  including  several  under 
the  Framework  for  a  New  Economic  Partnership 
with  Japan  concluded  in  Tokyo  in  1993 

In  addition  to  negotiating  multilateral  and  regional 
trade  agreements,  the  Administration  has  taken  other 
important  steps  to  help  VS.  exporters.  Under  the  aus- 
pices of  the  Trade  Promotion  Coordinating  Committee 
(TPCC),  the  Administration  developed  America's  first 
'National  Export  Strategy"  to  improve  and  coordinate 
the  Federal  Government's  trade  promotion  services  for 
US.  firms  seeking  opportunities  abroad  This  strategy, 
elaborated  in  the  1994  TPCC  Annual  Report,  seeks  to 
tailor  trade  promotion  services  to  the  needs  of  US 
exporters  in  each  geographic  and  sectoral  market — giv- 
ing U.S.  firms  equal  opportunities  to  compete  with  for- 
eign firms  in  world  export  markets.  This  Chapter  exam- 
mes  the  progress  made  by  the  Administration  through 
the  TPCC  and  explains  the  President's  recommended 
funding  levels  in  1996  for  each  trade  promotion  activity. 

The  Importance  of  Trade 

With  the  globalization  of  trade  over  the  past  several 
decades,  the  strength  of  the  United  States  economy  has 
become  increasingly  dependent  on  providing  our  firms 
with  opportunities  in  the  global  marketplace 

•  By  one  estimate  over  10  million  jobs  in  the  United 
States  in  1992  were  directly  related  to  merchan- 
dise or  service  exports,  while  another  5  million 
jobs  provided  upstream  or  downstream  support  for 
export  firms. 

•  Export-related  jobs  typically  pay,  on  average, 
13-17  percent  more  than  the  average  wage  earned 
by  U.S.  workers. 


Furthermore,  export  opportunities  for  US  firms  are 
expected  to  grow  rapidly  over  the  next  two  decades 
By  the  year  2010,  world  import  demand  excluding  the 
United  States  is  expected  to  reach  $5.2  trilhon,  up  from 
the  current  level  of  $3  2  trillion. 

Competition  in  foreign  markets,  however,  will  be 
fierce.  Therefore,  the  Administration  has  been  working 
to  provide  the  necessary  support  for  U.S.  businesses 
as  they  attempt  to  capitalize  on  opportunities  in  these 
markets  and  expand  sales  overseas.  By  increasing  the 
opportunities  of  U.S.  exporters  in  the  world  market, 
the  United  States  is  able  to  further  increase  its  eco- 
nomic base  and  the  number  of  quality  high-paying  jobs 
in  the  economy — providing  a  higher  standard  of  living 
for  all  Americans. 

The   Trade   Promotioo    Coordinating   Committee 

(TPCC) 

The  trade  promotion  activities  of  the  US  Govern- 
ment historically  have  been  diffused  and  disjointed.  The 
Clinton  Administration  has  moved  to  reverse  this  weak- 
ness and  engender  consistency  across  all  trade  pro- 
motion programs  by  coordinating  the  export  assistance 
efforts  of  the  Federal  Government  through  the  Trade 
Promotion  Coordinating  Committee  (TPCC)  Estab- 
lished in  a  1992  amendment  to  the  Export  Enhance- 
ment Act  of  1988,  the  TPCC  is  an  interagency  commit- 
tee, chaired  by  the  Secretary  of  Commerce,  that  consists 
of  all  Federal  agencies  engaged  in  trade  promotion  The 
purpose  of  the  TPCC  is  to  provide  a  unifying  framework 
for  coordinating  and  developmg  US  export  promotion 
activities  under  a  government- wide  strategic  plan 

The  TPCC  published  its  first  statement  of  trade  pro- 
motion policy  in  its  1993  Annual  Report  entitled  "To- 
ward a  National  Export  Strategy  "  This  Report  outlined 
65  immediate  steps  designed  to  improve  US  export 
performance  At  the  end  of  1994,  almost  all  of  these 
steps  have  been  implemented,  with  especially  strong 
progress  having  been  made  in: 

•  supporting  US  bidders  in  global  competitions 
through  an  aggressive  advocacy  campaign  estab- 
lished to  counteract  foreign  advocacy  efforts  and 
allow  US.  firms  equal  opportunities  to  compete 
and  win  foreign  contracts; 

•  improving  trade  finance  support  for  US  exporters 
through  a  number  of  new  initiatives,  including  the 
estabUshment  of  a  tied-aid  capital  projects  fund 
(which  enabled  the  Export-Import  Bank  to  match 
foreign  tied-aid  offers  for  projects  worth  over  $842 
million  in  potential  U.S.  exports),  and  the  develop- 
ment of  new  partnerships  with  the  pnvate  sector 
and  state  and  local  governments; 

•  reducing  foreign  regulatory  obstacles  faced  by  U.S. 
exports  such  as  unnecessary  and  ineffective  export 
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controls,  proprietary  or  exclusive  product  stsuid- 
ards,  and  foreign  company  bribery  tactics, 

•  improving  the  availability  of  trade  finance  and  in- 
formation services  for  firms  that  are  unable  to 
obtain  such  services  in  the  private  market  or  for 
firms  that  are  new  to  exporting 

•  promoting  US.  exports  of  environmental  tech- 
nologies and  services. 

In  the  second  Annual  Report  of  the  TPCC  in  1994, 
the  Administration  went  further  and  established  a  gov- 
ernment-wide "National  Export  Strategy"  for  improving 
U.S.  export  opportunities  in  world  markets  This  strat- 
egy is  to  tailor  trade  promotion  support  to  the  needs 
of  US.  exporters  in  each  geographic  or  sectoral  market 
Instituting  this  strategy  will  take  considerable  work 
over  the  next  year.  However,  as  a  first  step  in  imple- 
menting this  strategy,  the  TPCC  Report  identified  six 
fast-growing  export  sectors  where  private  demand  for 
U.S.  export  assistance  is  expected  to  be  strong  and 
issued  a  recommendation  for  increased  attention  in 
these  areas  These  sectors  include: 

•  the  ten  big  emerging  markets  of  Mexico,  Brazil, 
Argentina,  the  Chinese  Economic  Area  (including 
the  People's  Repubhc  of  China,  Taiwan,  and  Hong 
Kong),  India,  Indonesia,  South  Korea,  Poland, 
Turkey,  and  South  Africa,  which  are  expected  to 
accoui.'t  for  over  40  percent  of  the  growth  in  world 
import  demand  over  the  next  two  decades; 

•  the  fast-growing  regions  of  Latin  America  and 
Asia,  where  barriers  to  trade  have  continued  to 
fall  and  demand  for  U.S.  exports  rose  to  over  $170 
biUion  in  1993; 

•  the  traditional  US  export  markets  of  Canada, 
Japan,  and  Western  Europe  that  represent  over 
50  percent  of  total  US  export  sales; 

•  the  economies  in  transition  (eg,  Russia)  where 
emerging  economic  structures  promise  strong  op- 
portunities for  US  capital  exports; 

•  the  service  sector,  where  trade  promotion  support 
has  lagged  support  for  manufactured  goods,  and 

•  the  growing  area  of  trade  and  project  finance 

In  establishing  this  fi-amework  for  expanding  U.S. 
trade,  the  TPCC  raised  its  goal  of  increasing  US  ex- 
ports ($640  billion  in  1993)  to  $1.2  trillion  by  the  year 
2000,  up  fi-om  the  $1.0  trillion  target  estabUshed  in 
1993. 
Unified  Trade  Promotion  Budget 

In  coordinating  the  planning  and  implementation  of 
this  strategy,  the  1994  TPCC  Annual  Report  also  devel- 
oped a  comprehensive  unified  trade  promotion  budget. 
This  unified  budget  presented,  for  the  first  time,  a  de- 
composition of  Federal  trade  promotion  funding  by 
agency,  activity  classification,  region,  industrial  sector, 
and  business  size  over  the  past  three  budget  years 
By  providing  a  comprehensive  summary  of  the  Federal 
allocation  of  trade  promotion  funding,  this  unified  budg- 
et led  to  the  following  TPCC  recommendations  for  re- 
allocating Federal  trade  promotion  funding  in  1996: 

•  Big  Emerging  Markets  (BEMs). — For  a  diverse  and 
competitive  nation  like  the  United  States,  export 


opportunities  will  materialize  everywhere  and  the 
US  Government  will  continue  to  provide  the  nec- 
essary trade  promotion  assistance  to  support  US. 
exporters  in  every  market  However,  almost  three- 
quarters  of  the  expected  growth  in  world  trade 
over  the  next  two  decades  is  projected  to  come 
fi-om  the  developing  world,  and  ten  developmg 
countries  Slts  likely  to  account  for  40  percent  of 
this  growth  Thus,  Federal  efforts  should  target 
resources  to  the  BEMs  to  support  US  exporters 
as  opportunities  arise  for  increases  in  exports  and 
export-related  jobs. 

•  High-Growth  Sectors  —tio  effective  export  strat- 
egy can  focus  on  geography  alone  To  expand  this 
strategy,  we  must  respond  to  the  needs  of  U.S. 
exporters  in  specific  product  markets  and  specific 
countries.  As  part  of  this  strategy,  the  Federal 
Government  should  be  prepared  to  support  fast- 
growing  sectors  of  the  U  S  economy  in  the  area 
of  exports,  including  the  services  sector  where 
Federal  support  has  lagged  behind  industry 
growth. 

•  Small  and  Medium-Sued  Business. — In  the  area 
of  exports,  small  and  medium-sized  businesses 
often  face  unique  barriers  that  government  is  well- 
placed  to  correct.  The  export  success  of  smaller 
firms  has  been  limited  by  unfamiliarity  with  the 
mechanics  of  exporting,  insufficient  export-finance 
information  and  resources,  and  a  scarcity  of  infor- 
mation about  foreign  markets.  While  it  is  not  eco- 
nomical to  expect  all  small  and  medium-sized 
firms  to  export,  helping  export-ready  firms  over- 
come these  barriers  is  an  important  function  for 
the  US  Government 

Implementing  The  National  Export  Strategy:  The 
Administration's  1996  Trade  Budget 
In  the  current  tight  fiscal  environment,  the  challenge 
in  implementing  this  "National  Export  Strategy"  is  to 
focus  scarce  Federal  resources  to  the  programs  that 
are  the  most  productive  in  expanding  US.  trade  The 
Administration's  trade  promotion  proposals  attain  this 
objective  by  concentrating  scarce  additional  resources 
in  the  three  trade  promotion  activities  with  the  most 
promise  for  boosting  US.  exports:  Combating  Foreign 
Export  Subsidies  ($1.3  billion).  Financing  and  Insunng 
US  Trade  and  Investment  ($12  bilbon),  and  Providing 
Information  Counseling  and  Export  Assistance  Services 
($276  million).  Overall,  the  President's  Budget  proposes 
to  increase  funding  for  trade  promotion  activities  to 
$3.2  billion  in  1996,  up  from  the  $3.0  billion  enacted 
in  1995.  Table  10-1  provides  an  updated  description 
of  the  unified  trade  promotion  budget  along  with  the 
President's  requested  funding  levels  for  1996,  dem- 
onstrating the  relationship  between  the  President's  pro- 
posals and  past  funding  levels. 

•  In  acknowledgement  of  the  TPCC's  recommenda- 
tion to  focus  additional  resources  in  high  growth 
sectors  where  the  demand  for  export  assistance 
is  expected  to  be  high  (i.e  ,  the  Big  Emerging  Mar- 
kets),   the    President    proposes    considerable    in- 
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creases  in  funding  for  programs  designed  to  com- 
bat foreign  export  subsidies,  finance  and  insure 
US  trade  and  investment,  fund  feasibility  stud- 
ies, and  provide  information  services 
Funding  for  programs  defined  as  Government-to- 
Government  Advocacy  and  Developing  Foreign 
Markets  for  Goods  and  Services  also  increase 


•  Funding  for  programs  designed  to  Negotiate  Open 
Markets  and  Lower  Trade  Barriers  is  reduced 
slightly  as  most  of  these  progreims  enter  the  im- 
plementation phase  for  the  histonc  NAFTA  and 
GATT  agreements 


TABLE  10-1. 
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TABLE  10-1.     U.S.  GOVERNMENT  TRADE  PROMOTION  EXPENDTTURES  BY  CLASSIFICATION  '- 
Continued 

(Budget  au*<onty  r  txxjundsl 
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Negotiating  Free  Trade. — With  the  recent  passage 
of  the  Uruguay  Round  of  GATT  and  NAFTA,  the  Unit- 
ed States  achieved  success  in  two  of  the  most  intensive 
and  successful  trade  agreements  in  modem  times.  Im- 
plementing these  agreements  will  continue  to  consume 
considerable  time  and  resources  over  the  next  several 
.vears,  especially  as  the  United  States  seeks  concluding 
agreements  in  the  negotiations  over  trade  barriers  in 
rwo  service  sectors  not  completely  addressed  during  re- 
cent negotiations — financial  services  euid  telecommuni- 
cations. In  addition,  the  United  States  has  concluded 
several  agreements  under  the  Japan  Framework  Agree- 
ment and  is  continuing  to  pursue  regional  initiatives 
to  encourage  the  development  of  freer  trade  in  other 
areas.  For  example,  the  United  States  hosted  the  1993 
meeting  of  the  Asia-Pacific  Economic  Cooperation 
APEC)  forum  that  ultimately  resulted  in  a  break- 
through commitment  in  1994  to  eliminate  barriers  to 
trade  in  goods,  services,  and  investment  in  the  region 
by  the  year  2020.  In  addition,  at  the  Summit  of  the 
.Americas  meeting  last  December,  there  was  a  call  by 
leaders  to  create  a  Free  Trade  Area  of  the  Americas 
by  2005  As  a  result,  the  President's  Budget  only  pro- 
poses a  small  reduction  in  the  level  of  funding  for  pro- 
grams involved  in  this  area  of  trade  promotion 

Combatting  Foreign  Export  Subtidie$. — One  ob- 
stacle to  U.S.  export  growth  is  foreign  government  sub- 
sidization of  firms,  selling  domestically  and  for  export. 
One  of  the  most  significant  areas  of  this  subsidization 
IS  export  finance  Export  finance  subsidies  may  be  con- 
veyed through  a  variety  of  methods  including  sub- 
sidized interest  rates,  fees  that  do  not  cover  nsk,  or 
highly  concessional  fin£incing  packages  linked  to  the 
purchase  of  exports  from  the  donor  country,  known  as 
tied-aid.  While  such  subsidies  continue  to  be  a  persist- 
ent problem  facing  US.  exporters,  the  US  Government 
has  made  progress  toward  reducing  and  eventually 
eliminating  them  In  1993  an  agreement  was  reached 
to  eliminate  (by  mid- 1995)  the  last  of  highly  subsidized 
interest  rates.  In  addition,  progress  is  being  made  on 
increasing  the  fees  charged  to  cover  the  nsk  of  nonpay- 
ment to  more  commercially  oriented  levels. 

Perhaps  most  significantly,  tied  aid  represents  the 
area  where  the  most  progress  has  been  made  Since 
1989,  ongoing  negotiations  have  yielded  tighter  multi- 
lateral restrictions  on  the  use  of  tied  aid.  In  1993,  the 
Administration  estabUshed  a  Tied-Aid  Capital  Projects 
Fund  at  the  Export-Import  Bank  with  a  mandate  to 
pre-empt  and  counter  foreign  tied-aid  offers.  Through 
a  combination  of  aggressive  matching  of  foreign  tied- 
aid  offers  and  active  use  of  multilateral  rules  to  chal- 
lenge the  validity  of  competitor  tied-aid  offers,  the  US. 
Government  has  been  able  to  assert  considerable  down- 
ward pressure  on  other  countries'  reliance  on  tied  aid. 
While  the  reliance  on  tied  aid  and  other  export  finance 
subsidies  has  not  ended,  the  Export-Import  Bank  has 
sufficient  fiinds  through  1996  to  continue  its  aggressive 
tied-aid  matching  program.  Funding  to  combat  export 
subsidies  in  the  agricultural  area  is  also  proposed  to 
increase  in  this  year's  budget. 


Financing  and  Insuring  U.S.  Trade  and  Invett- 

m«n(.— Although  there  is  some  overlap  between  trade 
finance  and  insurance  resources  that  compensate  for 
a  lack  of  pnvate  sector  finance  and  those  used  to  fight 
foreign  subsidies,  the  largest  portion  of  the  Federal 
Government's  trade  promotion  budget  is  dedicated  to 
providing  trade  finance,  project  finance,  and  insurance 
for  US  firms  selhng  or  mvesting  overseas  These  pro- 
grams, which  are  especially  useful  for  firms  unable  to 
obtam  export  credit  in  the  private  market,  attempt  to 
reduce  barriers  to  US  firms  created  by  a  lack  of  pri- 
vately available  finance  and/or  help  reduce  real  or  per- 
ceived political  risk.  Demand  for  all  three  forms  of  as- 
sistance is  strong.  Project  finance,  where  repayment 
is  based  on  the  revenue  of  the  project  funded  and  not 
a  sovereign  or  third-party  guarantee,  has  become  an 
especially  important  tool  for  supporting  US  companies 
expanding  into  emerging  markets  where  private  sector 
mvestment  in  infrastructure  is  a  prionty  As  a  result, 
the  President's  Budget  incorporates  a  slight  increase 
to  support  an  expansion  of  these  programs. 

Providing  Information  Scrrice».— Providing  up-to- 
date  information  on  opportunities  in  foreign  markets 
is  an  important  way  to  support  US  exporters  expand- 
ing into  new  markets  and  to  encourage  the  development 
of  export-ready  firms.  For  the  Federal  Government,  the 
predominance  of  trade-promotion  information  and  coun- 
seUng  services  is  provided  domestically  through  a  net- 
work of  the  Department  of  Commerce's  US.  and  For- 
eign Commercial  Service  (US&FCS)  ofBces.  To  increase 
the  efficiency  of  Federal  trade-promotion  services,  the 
Administration,  through  the  TPCC,  has  esUbUshed  four 
US  Export-Assistance  Centers  that  provide  US  ex- 
porters a  central  source  for  information  on  market  op- 
portunities and  available  trade  finance.  The  President's 
Budget  proposes  increases  in  funding  in  this  area  in 
order  to  expand  this  system  of  "one-stop  shops"  over 
the  next  two  years  into  a  domestic  'Tiub-and-spoke"  sys- 
tem that  will  provide  support  for  most  of  the  large 
exporting  regions  of  the  United  Sutes.  This  additional 
funding  also  will  enable  the  Federal  Government  to 
focus  resources  on  meeting  US  exporter  demands  for 
assistance  in  fast  growing  regions  (Big  Emerging  Mar- 
kets, Latin  America  and  Asia,  traditional  export  mar- 
kets, and  economies  in  transition)  and  in  bringing  US 
support  for  service  exports  in  line  with  the  support 
available  for  manufactured  products. 

Advocacy.— \a  the  past,  US  businesses  were  losing 
billions  of  dollars'  worth  of  sales  annually  because  US 
Government  advocacy  efforts  were  not  as  effective  as 
those  of  foreign  governments  Although  US  products 
were  top  quality  and  competitively  priced,  foreign  coun- 
tries were  winning  procurements  due  to  the  involve- 
ment of  their  governments.  To  give  U.S.  exporters  a 
fair  opportunity  in  global  competitions  for  major  pro- 
curements, the  Administration  inaugurated  a  new  Ad- 
vocacy Center  in  1993  located  in  the  Department  of 
Commerce  The  Advocacy  Center  coordinates  resources 
fi'om  across  the  U.S.  government  to  ensure  that  Amer- 
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ican  firms  receive  the  full  support  of  the  US  Govern- 
ment, and  provides  commercial,  technical,  and  financial 
support.  In  order  to  expand  outreach  efforts  to  the  pri- 
vate sector  and  U.S.  embassies  and  upgrade  the  Advo- 
cacy Center's  computer  database,  the  President's  Budg- 
et proposes  a  slight  increase  in  funding  for  advocacy 
activity. 

FeaaibUiiy  StudUt. — The  Trade  and  Development 
Agency  (TDA)  assists  U.S.  companies  pursuing  overseas 
business  opportunities  in  developing  and  middle-income 
countries  in  the  area  of  infrastructure  and  industrial 
projects.  TDA  assists  U.S.  firms  by  providing  a  grant 
that  is  signed  by  the  foreign  government  or  entity  spon- 
soring the  project.  This  grant  is  conditioned  on  the 
grantee  selecting  an  American  firm  to  perform  the  fea- 
sibility study  and  is  often  cost-shared  with  the  partici- 
pating U.S.  firm.  TDA  involves  American  firms  in  the 
planning  stage  of  new  projects  being  developed  in  for- 
eign markets,  thereby  ensuring  that  U.S.  design  and 
engineering  firms  have  an  equal  opportunity  for  the 
feasibility  study  contract  award.  TDA  also  ensures  that 
U.S.  firms  will  have  a  fair  opportunity  for  the  export 
sales  when  the  project  is  implemented.  US.  Govern- 
ment assistance  through  TDA  is  especially  important 
given  the  fact  that  other  governments  provide  financing 
support  at  the  feasibility  study  stage.  Absent  TDA  sup- 
port, U.S.  firms  would  be  significantly  disadvantaged 
in  a  highly  competitive  environment  characterized  by 
strong  demand  for  infrastructure  projects  in  the  BEMs 
and  in  Asia.  Accordingly,  the  President's  Budget  pro- 
vides for  an  $8  milbon  increase  in  funding  for  these 
feasibility  studies. 

Developing  Foreign  Market*. — Trade  promotion  ac- 
tivity classified  as  "Developing  Foreign  Markets  for  US. 
Goods  and  Services"  includes  programs  that  are  de- 


signed to  iniluence  Aorei^a  ^Otaf  Umers  preferences  for 
US.  products  The  majority  of  trade  promotion  activi- 
ties in  this  area  support  the  development  of  markets 
for  agricultural  products.  While  the  recent  agnculturetl 
agreements  reached  in  the  Uruguay  Round  of  the  GATT 
will  over  time  reduce  many  of  the  barriers  to  agricul- 
tural exports,  other  countries  may  shift  their  resources 
into  competing  market  development  activities  We  are 
proposing  a  fairly  stable  level  of  fiinding  in  this  cat- 
egory compared  with  prior  years  until  future  competitor 
activities  in  this  area  become  better  known 

Next    Steps:    Implementation    and    Performance 
Measurement 

Moving  forward  over  the  next  year,  the  Administra- 
tion will  continue  to  work  with  the  Congress  in  imple- 
menting the  National  Export  Strategy  developed  by  the 
TPCC  This  implementation  process  will  evolve  along 
three  important  tracks.  First,  in  order  to  provide  an 
immediate  response  to  the  needs  of  US.  exporters,  the 
TPCC  will  provide  increased  trade  promotion  support 
for  the  fast-growing  sectors  identified  above  Second, 
the  TPCC  will  engage  in  a  closer  examination  of  the 
needs  of  U.S.  exporters  in  each  market,  including  the 
type  of  trade  promotion  support  that  is  most  appro- 
priate for  the  Federal  Government  to  provide  given  the 
market  structure  and  the  availability  of  services  pro- 
vided by  the  private  market.  Finally,  using  the  frame- 
work developed  in  the  1994  TPCC  Annual  Report,  the 
Administration  will  work  with  the  trade  promotion 
agencies  over  the  next  year  to  develop  consistent  per- 
formance measures  of  each  program's  efficiency  and  ef- 
fectiveness in  boosting  overall  US  exports  The  Admin- 
istration will  use  these  performance  measures  of  pro- 
gram impacts  and  outcomes  m  order  further  to  inform 
budgetary  allocation  decisions  in  the  President's  1997 
budget. 
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EDCPORT  PROMOTION" 

There  has  been  considerable  debate  among  U.S.  policymakers  in  recent 
years  over  the  effectiveness  of,  as  well  as  the  need  for,  Government  trade 
programs  to  promote  U.S.  exports.  The  effect  of  export  promotion  programs  on 
U.S.  trade  and  the  economy  is  an  important  factor  in  this  debate. 


The  U.S.  Export  Promotion  Regime 

Currently,  there  are  at  least  19  Federal  agencies  which  are  engaged,  directly 
or  indirectly,  in  promoting  U.S.  exports.  The  three  main  Federal  agencies 
include: 

•  The  U.S.  Department  of  Agriculture  (VSDA).  The  USDA  administers 
a  variety  of  programs  to  assist  agricultural  exports.  It  grants  subsidies 
to  U.S.  exporters  for  overseas  sales,  guarantees  loans  to  foreign 
countries  for  the  purchase  U.S.  comimodities,  and  shares  with  U.S. 
industry  groups  the  cost  of  overseas  market  development  programs. 
The  USDA  also  promotes  noncommercial  exports  with  food  aid 
programs. 

•  The  Department  of  Commerce,  International  Trade  Administration 
(ITA).  The  ITA  guides  businesses  through  the  export  process,  supplies 
general  market  information,  and  provides  basic  export  counseling.  ITA 
maintains  a  staff  of  industry  and  country  specialists  who  advise  firms 
how  best  to  market  their  products  overseas,  as  well  as  overseas  staff 
who  collect  data  on  foreign  markets  and  provide  marketing  assistance 
to  U.S.  firms  in  foreign  countries. 

•  The  Export-Import  Bank  of  the  United  States  (Eximbank).  The 
E^imbank  maintains  loans,  insurance,  and  guarantee  programs  to 
facilitate  exports  of  U.S.  goods  and  services.  Many  of  Eximbank 
programs  are  used  to  counter  export  subsidies  of  other  countries. 


By  Wayne  M.  Momaon,  EconomicB  Ehvision.  and  Lenore  S«k,  Environment  and  Natural 
Resources  Pobcy  Division,  CRS 
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In  FY  1995,  the  Federal  Government  spent  an  estimated  $3.0  billion  on 
export  promotion  activities.  The  Clinton  Administration  proposed  $3.2  billion 
for  export  promotion  in  FY  1996.  As  table  7  indicates,  a  significant  amount  of 
export  promotion  resources  (about  57  percent  in  FY  1995)  are  spent  on 
agriculture,  even  though  agricultural  exports  account  for  less  than  10  percent 
of  total  U.S.  exports. 


TABLE  7.   Export  Promotion  Budget  Authority  by  Federal  Agency:   Fiscal 

Years  1993-1996,  Actual  and  Requested 

($Millions) 


1993 

1994 

1995 

1996 
Request 

Agriculture 
Department 

$2,052 

$2,153 

$1,707 

$1,798 

Commerce 
Department 

201 

233 

253 

265 

Eximbank 

675 

982 

774 

913 

All  Other 

194 

232 

237 

263 

Total' 

3,122 

3,600 

2,971 

3,240 

•  Totals  exclude  the  Overseas  Private  Investment  Corporation  (OPIC)  which 
earns  a  profit  on  ita  operations. 

Source:    Budget  of  the    United   States   Government,   Fiscal    Year   1996, 
Analytical  Perspectives,  p.  164. 


Efforts  to  Reform  the  U.S.  Export  Prtimotion  Regime 

Congressional  debate  on  government  export  promotion  programs  has 
focused  on  several  factors,  including  the  large  and  continuing  U.S.  trade  deficits; 
concern  over  the  international  competitiveness  of  certain  U.S.  industries; 
Government  studies  which  purport  to  show  the  absence  of  clear  national 
priorities  in  the  funding,  delivery,  and  coordination  of  export  promotion  services 
among  Federal  agencies;  perceptions  among  some  policymakers  that  current 
Federal  export  promotion  programs  have  not  adequately  met  the  needs  of  small 
and  medium-sized  exporters;  and  concern  that  other  major  industrialized 
countnes  have  allocated  significantly  larger  levels  of  resources  for  export 
promotion  than  the  United  States  —  to  the  detriment  of  U.S.  exporters. 

Congress  attempted  to  address  some  of  the  perceived  shortfalls  in  the  U.S. 
export  promotion  regime  through  the  enactment  of  the  Export  Enhancement 
Act  of  1992  (P.L.  102-^29).  The  Act  gave  statutory  authority  to  the  Trade 
Promotion  Coordinating  Committee  (TPCC),  headed  by  the  Department  of 
Commerce,  to  coordinate  trade  promotion  activities  among  several  Federal  trade 


82 


agencies.  In  addition,  the  TPCC  was  directed  to  develop  a  Government-wide 
strategic  plan  for  trade  promotion  that  established  priorities  for  Federal  trade 
activities  and  a  rationale  for  trade  programs.  Finally,  the  TPCC  was  directed 
to  propose  to  the  President  an  annual  unified  budget  for  trade  promotion 
activities  within  the  Federal  Government  which  allocates  resources  according  to 
the  TPCC's  strategic  plan. 

In  September  1993,  the  TPCC  issued  a  report  making  65  policy 
recommendations  to  Congress  to  improve  the  coordination  and  delivery  of 
Federal  export  promotion  programs,  including:" 

•  Creating  a  unified  export  promotion  budget  that  allocates  resources 
consistent  with  geographic  and  sectorial  priorities. 

•  Creating  one-stop  shops  within  identified  regions  which  enable 
exporters  to  obtain  all  needed  assistance  from  one  location. 

•  Developing  a  single,  comprehensive  strategic  plan  for  each  country 
with  significant  market  potential  for  U.S.  exporters. 

•  Creating  a  TPCC  Advocacy  Coordinating  Network  to  identify  major 
procurement  and  project  opportunities  overseas  and  to  assist  U.S. 
firms  in  obtaining  contract  awards. 

•  Expanding  U.S.  export  finance  programs,  improving  dissemination  of 
information  of  such  programs,  and  expanding  the  role  of  private  banks 
in  export  finance. 

The  TPCC  has  been  able  to  carry  out  many  of  its  recommendations  without 
congressional  action.  However,  to  date,  it  has  not  yet  established  a 
comprehensive  list  of  priorities  for  export  promotion  activities,  a  set  of  clear 
economic  rationale  for  trade  programs,  or  a  unified  budget  proposal  which  would 
significantly  reallocate  budget  resources  based  on  export  promotion  priorities. 


Is  There  a  Clear  Economic  Rationale  for  Ebcport  Promotion  Programs? 

Traditional  economic  theory  holds  that  the  free  market  system  (and  free 
trade)  provides  the  most  efficient  allocation  of  goods  and  services  in  the 
economy,  based  on  supply  and  demand  forces.  However,  market  failures  may 
occur  which  prevent  the  market  from  operating  at  its  most  efficient  level.  In 
such  cases,  some  form  of  government  intervention  may  be  justified.  The 
existence  of  imperfect  market  information,  spillovers,  and  imperfect  competition 
is  often  cited  as  a  justification  for  using  export  promotion  programs.  However, 
disagreement  often  arises  over  whether  a  market  failure  has  in  fact  occurred, 


*^  Trade  Promotion  C<»rdinatmgCommitt«e,  Toward  a  National  Export  Strategy  September 
30,  1993    104  p 
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and  whether  government  trade  programs  can  produce  net  benefits  for  the 
economy  as  a  whole. 

Supporters  of  government  export  promotion  programs  contend  that 
imperfect  or  inadequate  information  (such  as  a  lack  of  awareness  of  export 
opportunities,  information  on  how  to  export,  or  availability  of  export  financing), 
has  caused  certain  U.S.  firms  to  export  below  their  efficient  level.  Hence  firms 
would  seek  to  boost  their  level  of  exports  if  they  had  better  information  on 
export  markets,  and  overseas  demand  for  U.S.  goods  and  services  would  increase 
if  foreign  buyers  were  made  better  aware  of  U.S.  products.  It  is  further  assumed 
that  imperfect  information  has  prevented  firms  from  becoming  more  active  in 
providing  export  services  or  has  caused  the  costs  for  such  services  to  be 
prohibitively  high.  For  example,  it  is  contended  that  small  and  medium-sized 
exporting  firms  often  have  difficulty  obtaining  export  financing  or  must  pay 
"high  costs"  for  such  services,  due  to  the  perceived  "high  risks"  of  exporting  by 
banks  and  other  financial  institutions.  Thus,  it  is  argued  that  government  trade 
programs  are  needed  to  rectify  such  failures  in  the  market. 

Another  rationale  for  government  trade  programs  is  the  belief  that  the 
government  may  be  the  most  efficient  institution  for  collecting,  evaluating,  and 
disseminating  information  to  firms  on  changing  foreign  market  trends,  new 
trade  opportunities,  and  guidelines  on  how  to  export.  The  resources  available 
to  the  Federal  Government  allow  it  to  enjoy  certain  economies  of  scale  in  the 
collection  and  dissemination  of  trade  information.  Private-sector  firms, 
especially  small  and  medium-sized  firms,  may  not  have  the  resources  to  obtain 
such  information  on  their  own. 

Opponents  of  government  export  promotion  programs  argue  that  market 
distortions  caused  by  imperfect  information  are  minimal  and  do  not  warrant 
government  intervention.  They  contend  that  U.S.  firms  are  generally  expwrting 
the  level  of  goods  and  services  demanded  in  the  international  market  as 
determined  by  supply  and  demand  conditions,  access  to  world  markets,  and 
macroeconomic  forces  (principally  exchange  rates).  Thus  it  is  argued  that 
government  trade  programs,  while  affecting  the  composition  of  U.S.  exports, 
have  little  effect  on  the  overall  level  of  U.S.  exports.  Opponents  further  contend 
that  the  availability  and  prices  of  export  services  (including  financing)  simply 
reflect  supply  and  demand  for  such  services  in  the  market,  and  thus  contend 
that  there  is  no  "shortage"  of  export  financing  or  services.  In  fact,  opponents 
argue  the  existence  of  some  government  trade  promotion  programs  may  impede 
greater  involvement  by  private-sector  firms  in  the  provision  of  export  services. 

Many  critics  of  Government  trade  programs  oppose  the  use  of  export 
subsidy  programs  (such  as  those  under  the  Elximbank  and  Department  of 
Agriculture)  to  counter  the  export  subsidy  programs  of  other  countries.  While 
the  objectives  of  these  programs  are  to  counter  the  effects  of  subsidies  on  the 
economic  competitiveness  of  certain  U.S.  firms  and  to  induce  nations  to  refrain 
from  using  subsidies  to  promote  exports,  they  entail  a  cost  to  other  sectors  of 
the  U.S.  economy  and  to  U.S.  taxpayers. 
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Legislative  Outlook 

Action  by  the  104th  Congress  on  agricultural  export  programs  will  be 
influenced  somewhat  by  the  terms  of  the  Uruguay  Round,  a  multilateral  trade 
agreement  that  became  effective  on  January  1.  The  Uruguay  Round  agreement 
required  a  reduction  in  export  subsidies.  Subsidy  outlays  must  drop  by  36 
percent  and  the  quantity  of  subsidized  exports  must  drop  by  21  percent,  over  a 
six-year  period.  Legislation  to  implement  the  trade  agreement  was  enacted  late 
in  1994.  That  legislation  reauthorized  the  leading  program  that  will  have  to 
meet  the  new  reductions,  the  Export  Enhancement  Program  (EEP).  The 
legislation  did  not,  however,  include  authorization  levels. 

In  his  budget  for  FY  1996,  President  Clinton  proposed  funding  export 
subsidy  programs  at  the  maximum  level  allowed  under  the  Uruguay  Round.  He 
proposed  funding  EEP  at  $959  million,  which  is  actually  an  increase  from  the 
FY  1995  appropriation.  In  future  years,  however,  EEP  funding  will  have  to 
decline  to  meet  the  trade  agreement's  terms.  In  his  budget  proposal,  President 
Clinton  also  submitted  higher  levels  of  funding  for  export  promotion  programs 
than  were  allowed  under  the  Uruguay  Round.  Thus,  to  some  extent,  future  cuts 
mandated  by  the  Uruguay  Round  might  be  offset  by  higher  funding  for 
"greenbox"  activities. 

The  104th  Congress  is  expected  to  consider  funding  levels  for  agricultural 
export  promotion  programs  in  an  omnibus  1995  Farm  Bill.  Every  five  years  or 
so,  an  omnibus  farm  bill  reauthorizes  various  agricultural  programs.  The  last 
bill  was  approved  in  1990,  and  one  will  be  considered  this  year.  It  is  uncertain 
whether  Congress  will  support  the  funding  levels  proposed  by  the  President. 
Senator  Richard  Lugar,  Chairman  of  the  Senate  Agriculture  Committee,  has  said 
that  he  will  seek  a  Tx)ttom  up"  examination  of  agriculture  programs,  looking  at 
programs  one  by  one."  There  might  be  considerable  scrutiny  of  agricultural 
export  programs. 

The  Congress  is  expected  to  give  much  attention  to  the  budgets  of 
nonagricultural  export  promotion  programs  as  well.  House  Budget  Committee 
Chairman,  John  Kasich,  has  identified  possible  reductions  in  Federal  spending 
to  offset  the  lower  taxes  proposed  in  the  House  Republican  "Contract  with 
America."  Among  the  cuts  identified  were  a  50  percent  reduction  in  funding  for 
the  Eiximbank  and  a  similar  cut  for  ITA  export  promotion  programs. 
Administration  officials  have  responded  by  arguing  that  these  programs  are 
critically  important  to  securing  overseas  contracts.** 


'^  Evans,  Eddie.  Republican  Congress  to  Re-Examine  Farm  Spending.  Reuters,  December  7, 
1994,  5  19  PET 

^  See,  Garten  Seeks  to  Head  Off  GOP  Pressure  for  Cuts  to  Export  Promotion  Inside  U.S. 
Trade,  January  13,  1995  p  12,  and,  Brody  Warns  of  Market  Share  Loaees  Resulting  from  GOP 
Budget  Cuts    Inside  U.S.  Trade,  January  20,  1995    p   12. 
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FOREWORD 


In  a  time  when  shrinking  resources  and  changing  priorities  call  into  question  the  value  of 
goverrunent  services,  there  is  a  critical  need  for  accurate  information  on  program  impact  on  which 
to  base  informed  judgments  on  the  future  of  these  programs.  Given  the  importance  of  expanding 
US  exports,  and  the  broad  range  of  government  programs  designed  to  support  them,  it  is 
surprising  that  there  is  so  little  information  available  on  the  impact  and  coverage  of  these  services 
Although  numerous  studies  have  been  done  to  evaluate  specific  programs,  the  Kenan  Institute  is 
not  aware  of  any  other  study  that  has  examined  export  services  across  the  board.  This  study  is 
designed  as  a  first  effort  to  fill  this  void,  answering  such  basic  questions  as  how  many  exporters 
use  the  U.S.  Department  of  Commerce,  and  which  services  do  exporters  find  most  effective? 

This  study  was  carried  out  by  the  Kenan  Institute  of  Private  Enterprise,  an  independent  institute 
within  the  Kcnan-Flagler  Business  School  at  the  University  of  North  Carolina  at  Chapel  Hill    The 
survey  research  was  conducted  during  the  summer  of  1994  by  a  team  of  enumerators  under  the 
direction  of  Eric  Nedzi,  a  graduate  business  student  at  the  school    Overall  direction  and  the 
writing  of  this  report  were  carried  out  by  Dr  Jennifer  Bremer,  director  of  the  institute's  Center  for 
Emerging  Markets  and  deputy  director  of  the  school's  International  Business  Education  Center  (a 
Department  of  Education-supported  CIBER).    The  study  would  not  have  been  possible  without 
the  generous  support  provided  by  the  Department  of  Education,  through  the  Centers  for 
International  Business  Education  program,  the  Kenan  Fund,  and  the  Edison  Electric  Institute. 

The  institute  staff  hope  that  this  study  will  be  of  use  to  goverrunent,  nonprofit,  and  private  sector 
organizations  seeking  to  improve  support  to  US  exporters   We  welcome  inquiries  on  the 
findings  and  methodology  of  the  study   Dr  Bremer  can  be  reached  at  the  institute's  Washington 
oflBce,  1828  L  Street  NW,  Suite  402,  Washington,  DC  20036,  telephone:  202-289-6282,  fox: 
202-331-4119,  e-mail:  KenanUNCl@aol.com. 


SUMMARY 
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^Government  support  is  important  to 
U.S.  exporters,  but  there  is  plenty  of 
room  for  improvement  ♦ 

This  report  presents  the  results  of  a  survey 
of  small  and  midsize  American  exporten 

conducted  by  the  Kenan  Institute  '  An 
institute  research  team  surveyed  626  firms 
nationwide  on  their  export  activities,  and 
conducted  in-depth  interviews  with  196 
small  and  midsize  manufacturers  that  are 
currently  exporting  directly    The  survey 
covered  the  services  firms  use  to  help  them 
export,  the  source  and  value  of  such 
services,  and  other  export-related  issues^ 

The  survey's  principal  finding  is  that 
exporten  turn  overwhelmingly  to  the 
private  sector  for  help  in  exporting    While 
they  also  make  use  of  government  services  in 
some  areas,  notably  market  information,  the 
most  consistent  and  valued  source  of  help  is 
the  firms  they  do  business  with  in  the  course 
of  exporting  —  shippers,  distributors,  buyers, 
and  colleagues.  By  contrast,  the  nonprofit 


The  Kenan  Institute  of  Private  Enterprise  is 
an  indepentlent  institute  within  the  Kenan-Flagler 
Business  School  at  the  Uiuversity  of  North  Carolina  at 
Chapel  Hill.  The  survey  under  the  auspices  of  the 
school's  Intematiooat  Business  Education  Center, 
which  IS  supported  by  the  Department  of  Education, 
with  additional  support  frooi  the  Kenan  Fund  and  the 
Edison  Electnc  Institute 

1 96  exporters  were  questioned  m  detail  on 
their  service  use,  including  SS  small  firms  and  1 4 1 
midsize  firms,  and  an  additional  54  mdirecl  exporters 
were  quened  on  theu'  use  of  export  trading  and 
marketmg  companies   An  additional  376  small  and 
midsize  manufacturers  were  contacted  and  determined 
not  to  be  exporters. 


sector  (trade  associations,  etc  )  currently 
plays  only  a  minor  role  in  helping  US 
manufacturers  to  export 

These  findings  do  not  support  the 
conclusion  that  government  export 
services  are  unimportant  to  exporters, 
however   20"/o  of  small  firms  and  28%  of 
midsize  firms  reported  getting  at  least  one 
service  fi-om  the  U  S  Department  of 
Commerce  (DOC)  that  had  an  impact  on 
their  exports'    The  DOC  was  the  single 
largest  source  of  services  to  exporters,  the 
leading  sources  of  services  that  had  an 
impact  on  small  firms,  excluding  shipping 
advice,  and  the  second-ranking  source  of 
valued  services  to  midsize  firms  (after 
consultants) 

The  survey  was  designed  to  measure  service 
use,  not  export  performance,  but  it  also  shed 
considerable  light  on  exporter 
characteristics    In  particular,  it  underscores 
that,  contrary  to  conventional  wisdom,  the 
vast  majority  of  midsize  companies  are 
already  involved  in  exporting    While  the 
survey  found  that  only  1 3%  of  the  small 
firms  (those  with  20-99  employees)  export 
directly,  fiiUy  65%  of  the  midsize  firms 
conucted  (those  with  100-1000  employees) 
are  direct  exporters    Including  indirect 
exports  raises  the  share  of  exporters  to  19% 
for  small  firms  and  80%  for  midsize  firms. 


impact  was  assessed  by  the  firms  on  a  four- 
point  scale  for  each  service  used  ( I  =wonhless, 
2=helpful  but  no  unpact,  3=had  an  unpact  on  success, 
4=cntical  to  their  export  operation)    AJ]  services 
ranked  3  or  4  were  classified  as  havmg  an  impact,  that 
is,  as  'valued  services  ' 
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What  Services  Do  Midsize  Exporters 
Use  Most? 

The  research  team  queried  companies  on 
their  use  of  24  services,  broken  down  into 
three  main  categories:  inrormation  (basic 
how-to,  information  on  product  markets, 
information  on  countries,  and  counseling), 
buyer  contacts  (trade  leads,  finding 
distributors,  referrals,  tradeshow  support, 
trade  missions,  marketing  trips,  product 
demonstrations,  advertisements,  buyer 
missions,  catalogue  shows,  and  other),  and 
trade  mechanics  (training,  financial  advice, 
help  managing  distributors,  shipping  advice, 
produrt  design,  market  research  consulting, 
recruiting,  customs  help,  and  government 
relations).  Firms  were  asked  the  source  of 
the  assistance  in  each  area  (if  any)  and  the 
impact  of  this  assistance  on  their  export    - 
operation 

The  top  ten  services  are  summariied  in  the 
following  table,  which  shows  the  percent  of 
firms  using  each  service  and  the  percent  of 
users  that  said  the  service  had  an  impact  on 
their  export  success 


Where  Did  Companies  Go  for 
Assistance? 

Tht  federal  government  provided  about 
15*/«  of  all  valued  services  received  by 
small  firms  and  18*/*  of  valued  services  to 
midsize  companies     The  federal 


government  (primarily  the  DOC)  provided  a 
quarter  or  more  of  all  valued  services  to 
small  firms  in  9  areas    basic  how-to-export 
information,  information  on  produa  markets, 
trade  leads,  distributor  search,  trade 
missions,  catalog  shows,  trairung,  finance, 
and  dealing  with  foreign  governments    They 
provided  at  least  a  quarter  of  valued  services 
to  midsize  exporters  in  5  areas:  how-to 
information,  product  market  and  country 
information,  trade  shows,  and  catalog  shows. 
Penetration  of  the  exporter  market  was 
relatively  low,  however,  federal  service 
providers  provided  valued  assistance  to  5% 
or  more  of  exporters  in  only  5  areas  (all  four 
information  services,  plus  trade  leads),  which 
were  the  same  for  small  and  midsize  firms. 
For  both  small  and  midsize  exporters,  the 
lead  service  fi"om  the  federal  government 
was  how-to  export  information,  with  8%  of 
small  exporters  and  \4%  of  midsize 
companies  receiving  help  that  had  an  impact 
on  their  exports  in  this  area. 

Slate  trade  offices  were  the  source  of 
about  9*/a  of  all  valued  services  received 
by  small  companies  and  6%  of  valued 
services  to  midsize  companies.  State 
programs  were  the  leading  source  for  only 
one  service,  training  to  help  exporters'  staff 
handle  export  operations.  They  reached 
more  than  5%  of  midsize  exporters  with 
valued  assistance  in  only  one  area,  how-to 
information,  and  did  not  reach  this  threshold 
with  any  service  to  small  firms 
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The  Top  Ten  Services  to  Exporters 


Service 

Small  exporters 

Midsize  exporters      1 

PcrccDt 
uiing 
Mrtict 

Perrtnt  of 

uscn  citing 

Impact 

PcrccoC 
uiing 
•crvkc 

Pcrctoi  or    1 

uscn  citing   1 

lopsct       1 

Information  Savices                                                                                                                  | 

How-to  information 

34 

56 

51 

61 

Product  market  information 

25 

85 

26 

65 

Country  market  information 

32 

76 

35 

71 

Counseling 

38 

75 

34 

73 

Btiyer  Omtacts                                                                                                                                              1 

Trade  leads 

34 

61 

33 

72 

Referrak  to  service  providen 

34 

78 

27 

76 

Trade  show  support 

28 

73 

17 

79 

Trade  Mechanics                                                                                                                        1 

Training 

15 

88 

30 

86 

Shipping 

34 

100 

23 

79 

Product  Design 

26 

86 

23 

84 

Nonprofits  were  also  a  secondary  source 
of  trade  support  The  nonprofit  sector 
provided  5%  or  more  of  small  exporters  with 
valued  help  in  four  areas  —  how-to 
information,  country  and  product  market 
information,  and  trade  shows  —  and  5%  or 
more  of  midsize  exporters  in  5  areas  —  how- 
to  information,  country  and  product  market 
information,  trade  leads,  and  staff  training 
Nonprofits,  primarily  trade  associations, 
were  the  lead  source  of  only  one  of  these 


services  for  small  firms  —  produa  market 
iirformation  —  for  small  firms,  and  were  not 
the  lead  source  for  any  service  to  the  midsize 
exporters. 

The  survey  documents  the  key  role  of  the 
private  sector  in  supporting  U.S.  exports 

Private  service  providers  —  consultants, 
shippers,  buyers,  distributors,  colleagues, 
etc  —  provided  valued  help  to  5%  or  more 
of  small  exporters  in  10  service  areas,  and 
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reached  one- fifth  or  more  with  four  services 
couriseling,  referrals  to  service  providers, 
advice  on  shipping,  and  help  with  customs 
They  provided  valued  help  to  5%  or  more  of 
midsize  exporters  in  fuUy  18  of  the  24 
services  studied  (but  did  not  reach  one-fifth 
or  more  with  any  single  service. 


Implications  for  Policy 

The  central  finding  of  the  survey  is  that 
government  trade  services  have  value  for 
small  and  midsize  exporters.  They  are  not 
the  only  source  of  assistance;  for  most 
services,  they  are  not  even  the  leading 
source.  But  about  one  out  of  three  small 
exporters  and  two  out  of  five  midsize 
exporters  received  at  least  one  service  fi'om 
goverrunent  that  they  credited  with  helping 
their  exports    While  this  result  certainly 
leaves  ample  room  for  improvement  in 
government  trade  services,  it  nonetheless 
constitutes  a  solid  and  respectable 
performance. 

The  area  of  greatest  comparative 
advantage  for  government  is  basic 
information  on  how  to  export,  how  to  find 
the  best  export  markets,  and  how  to  enter 
those  markets.  This  basic  trade  information 
is  highly  valued  by  companies  that  receive  it, 
and  government  is  an  extremely  important 
source  of  this  information.  39%  of  aU  valued 
information  services  to  small  firms  and  over 
half  of  all  such  services  to  midsize  firms 
came  from  a  government  source. 

The  U.S.  Department  of  Commerce  was 
the  most  important  source  of  government 
services,  particularly  trade  information.  In 
an  era  when  government  services  are  under 
attack,  this  finding  cannot  be 


overemphasized    One  out  of  four  valued 
information  services  to  small  firms  and  nearl 
one  out  of  three  such  services  to  midsize 
firms  came  fi^om  the  US  DOC    Overall, 
20%  of  small  firms  and  28%  of  midsize  firm 
got  at  least  one  service  fi-om  the  US  DOC 
that  had  an  impact  on  their  exports. 

Despite  the  importance  of  government 
services,  and  the  US.  DOC  in  particular, 
nonprofits  and  the  private  sector  account 
for  the  vast  majority  of  services  received 
by  exporters.  85%  of  valued  services  to 
small  companies  and  82%  of  those  to 
midsize  exporters  came  firom  a  source  other 
than  the  federal  government,  overwhelmingl; 
fi'om  the  private  sector    Unpaid  assistance 
fi"om  the  private  sector  —  advice  and 
information  provided  by  shippers,  buyers, 
distributors,  etc.  —  was  the  most  important 
source  of  assistance,  but  nonprofits,  such  as 
trade  associations,  and  consultants  also 
provided  a  great  deal  of  valued  help. 

Government  services  lag  in  quality, 

particularly  federal  services   Only  half  of 
services  to  small  exporters  and  60%  of  those 
to  midsize  firms  were  ranked  as  having  an 
impact,  compared  to  80%  and  73%, 
respectively,  for  those  from  the  private 
sector   While  the  accessibility  and  quality  of 
federal  services  have  improved  markedly  in 
recent  years,  there  is  clearly  a  long  way  to  go 
in  reforming  the  Department  of  Commerce 
State  programs,  by  contrast,  were  well- 
received  by  small  companies,  rating  above 
nonprofits  and  the  private  sector  to  this 
group,  but  falling  dead  last  among  midsize 
firms. 

These  findings  suggest  that  government 
should  work  more  closely  with  private 
service  providcn,  both  to  reach  more 
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exporters  and  to  improve  the  quality  of 
information  and  support  reaching  exporters 
through  private  channels    Direct  services  to 
exporters  certainly  have  a  role,  but 
partnerships  with  private  and  nonprofit 
service  providers  must  be  pursued  much 
more  aggressively  than  they  have  been  in  the 
past 

Trade  finance  u  a  major  barrier  to  small 
and  midsize  exporters,  and  one  that 
government  is  not  addressing  eflectiveiy 

Use  of  government  finance  programs  was 
nearly  invisible  in  the  survey,  even  though 
exporters  reported  serious  problems 
financing  exports    The  lack  of  private  sector 
export  finance  stands  in  the  way  of  increased 
exports  by  small  and  midsize  American  firms, 
a  problem  that  is  simply  not  being  addressed 
by  government  export  finance  programs 


The  primary  challenge  for  the  future  is  not  to 
expand  the  number  of  midsize  firms 
exporting   The  overwhelming  majority  of 
midsize  Tirms  —  80*/*  —  are  already 
exporting    But  exports  remain  a  small  share 
of  sales  for  most  midsize  firms    Small  firms 
are  still  staying  away  fi^om  export  markets  in 
droves 

Government  services  are  making  a 
contribution  to  U.S.  export  performance, 
but  much  more  could  be  done.  To  reach 
their  potential,  government  services  must  be 
improved  in  quality  and  their  availability 
must  be  increased    In  an  era  when  more 
must  be  done  with  fewer  resources,  strategic 
partnenhips  with  the  private  sector  offer 
the  most  promising  means  of  increasing 
impact  with  the  limited  resources 
available. 
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CRS 


Economics  Division 

Congressional  Research  Service  •  The  Library  of  Congress  •  Washington,  D.C.  20540-7430 


Memorandum  May  18, 1995 

TO:  House  Small  Business  Committee 

Subcommittee  on  Procurement,  Exports,  and  Business 

Opportunities 
Attention:  Philip  Eskeland 

FROM:  Wayne  M.  Morrison 

Analyst  in  International  Trade  and  Finance 

SUBJECT:    Overview  of  Export  Promotion  Issues 


This  memorandum  responds  to  your  request  for  an  overview  of  export 
promotion  issues.   Included  are  a  description  of  Federal  trade  promotion 
agencies  and  budget  levels  for  various  activities. 


THE  FEDERAL  GOVERNMENT  TRADE  PROMOTION  REGIME 

Currently,  there  are  at  least  14  Federal  agencies  which  are  engaged, 
directly  or  indirectly,  in  promoting  U.S.  exports.  The  major  Federal  agencies 
providing  trade  assistance  include: 

•  The  U.S.  Department  of  Agriculture  (USDA).   The  USDA 
administers  a  variety  of  programs  to  assist  agricultural  exports. 
It  grants  subsidies  to  U.S.  exporters  for  overseas  sales, 
guarantees  loans  to  foreign  countries  for  the  purchase  U.S. 
commodities,  and  shares  with  U.S.  industry  groups  the  cost  of 
overseas  market  development  programs.   The  USDA  also 
promotes  noncommercial  exports  with  food  aid  programs. 

•  The  Department  of  Commerce,  International  Trade 
Administration  (ITA).    The  ITA  guides  businesses  through  the 
export  process,  supplies  general  market  information,  and 
provides  basic  export  counseling.   ITA  maintains  a  staff  of 
industry  and  country  specialists  who  advise  firms  how  best  to 
market  their  products  overseas,  as  well  as  overseas  staff  who 
collect  data  on  foreign  markets  and  provide  marketing 
assistance  to  U.S.  firms  in  foreign  countries. 

•  The  Export-Import  Bank  of  the  United  States  (Eximbank).   The 
Eximbank  maintains  loans,  insurance,  and  guarantee  programs 
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to  facilitate  exports  of  U.S.  goods  and  services.   Many  of 
Eximbank  programs  are  used  to  counter  export  subsidies  of 
other  countries. 

The  Overseas  Private  Investment  Corporation  (OPIC)  promotes 
U.S.  investment  in  developing  countries  and  emerging  markets 
through  the  provision  of  investment  insurance  against  political 
risk.  OPIC  also  provides  direct  loans  and  loan  guarantees,  and 
provides  various  investor  services  (such  as  supporting 
investment  missions). 

The  Trade  Development  Agency  (TDA)  funds  feasibility  studies 
(conducted  by  U.S.  firms)  for  major  projects  in  developing 
countries  in  order  to  help  U.S.  firms  gain  follow-on  contracts. 


SPENDING  ON  TRADE  PROMOTION  FUNCTIONS 

As  table  1  indicates,  the  Federal  Government  spent  an  estimated  $3.1 
billion  on  export  promotion  activities  in  FY  1993.   This  amount  grew  to  $3.6 
billion  in  FY  1994.   However,  spending  was  reduced  to  about  $3.0  billion  in 
FY  1995,  due  mainly  to  reductions  in  Department  of  Agriculture  programs. 
The  Clinton  Administration  has  proposed  $3.2  billion  for  FY  1996.  A 
significant  amount  of  export  promotion  resources  are  currently  spent  on 
agriculture,  even  though  agricultural  exports  account  for  less  than  10  percent 
of  total  U.S.  exports.   However,  this  figure  has  diminished  somewhat  in 
recent  years.   In  FY  1993,  about  66  percent  of  export  promotion  funding 
went  to  the  Department  of  Agriculture.   The  proposed  FY  1996  budget 
allocates  about  56  percent  of  export  promotion  resources  to  the  Department 
of  Agriculture.  About  28  percent  of  the  proposed  FY  1996  trade  promotion 
budget  is  slated  for  the  Eximbank,  8  percent  for  the  Department  of 
Commerce,  and  the  remaining  8  percent  for  all  other  trade-related  agencies. 
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TABLE  1.   Export  Promotion  Budget  Authority  by  Federal  Agency:   Fiscal 
Years  1993-1996,  Actual  and  Requested 

($Millions) 


1993 

1994 

1995 

1996 
Request 

Agriculture 
Department 

$2,052 

$2,153 

$1,707 

$1,798 

Commerce 
Department 

201 

233 

253 

265 

Eximbank 

675 

982 

774 

913 

All  Other* 

194 

232 

237 

263 

Total  ♦• 

3,122 

3,600 

2,971 

3,240 

•  Other  Federal  agencies  include,  the  Trade  and  Development  Agency,  the  Small 
Business  Administration,  the  Department  of  State,  the  U.S.  Information  Agency,  the  U.S. 
Trade  Representative,  the  Department  of  Transportation,  the  Department  of  Treasury,  the 
Environmental  Protection  Agency,  the  Department  of  Energy,  and  the  Department  of  Labor. 
The  data  exclude  the  Overseas  Private  Investment  Corporation. 

"Excludes  OPIC  which  earns  a  profit  on  its  operations  and  hence  is  reflected  as  a 
negative  cost. 

Source:   Budget  of  the  United  States  Government,  Fiscal  Year  1996,  Analytical 
Perspectives,  p.  164. 


TRADE  PROMOTION  ACTIVITIES 

The  Trade  Policy  Coordinating  Committee  (TPCC)  has  identified  eight 
main  activities  which  it  considers  to  be  functions  which  promote  U.S.  exports. 


Combatting  Foreign  Ebcport  Subsidies.   Included  in  this 
function  are  subsidies  provided  by  the  U.S.  Government  to 
combat  export  subsidies  and  tied  aid  programs  used  by  other 
nations.   The  main  goals  of  this  function  are  to  match  subsidy 
programs  of  other  foreign  governments  in  an  effort  to  get  such 
governments  to  cease  such  practices,  as  well  as  to  assist  U.S. 
firms  that  are  harmed  by  foreign  subsidies.  This  function  is 
mainly  carried  out  by  the  Department  of  Agriculture  and 
Eximbank.   Spending  for  this  function  totalled  $1.1  billion  in 
PT  1995  (of  which  $914  million  was  for  agricultural  subsidies) 
The  Administration's  FY  1996  budget  proposal  requests  an 
increase  to  $1.3  billion. 

Financing  and  Insuring  U.S.  Trade.   This  function  includes 
programs  which  provide  loans,  guarantees,  and  insurance  to 
help  finance  U.S.  sales  of  goods  and  services  overseas.  The 
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main  Federal  agencies  involved  in  this  activity  include  the 
Eximbank,  the  Department  of  Agriculture,  and  OPIC.   Funding 
for  this  function  totalled  $1.19  billion  in  FY  1995,  and  the 
Administration  proposes  an  increase  to  $1.21  billion  for  FT 
1996. 

Providing  Information,  Counselling,  and  Export 
Assistance  Services.   This  function  involves  a  wide  range  of 
activities  that  generally  attempt  to  assist  small  and  medium- 
sized  firms  in  exporting.   Various  Federal  agencies  collect  and 
disseminate  trade  and  economic  data,  and  provide  direct 
counselling  to  individuals  on  how  to  export  their  products. 
Some  agencies  maintain  overseas  staff  to  collect  information 
and  to  work  directly  with  U.S.  firms  in  penetrating  foreign 
markets.   The  main  agencies  providing  this  tj^pe  of  assistance 
are  ITA,  mainly  through  the  U.S.  &  Foreign  Commercial 
Service  (US&FCS);  the  Department  of  Agriculture,  mainly 
through  the  Foreign  Agricultural  Service  (FAS),  and  the  U.S. 
Information  Agency  (USIA).   FY  1995  spending  on  this 
function  totalled  $248  million;  the  Administration  has  proposed 
increasing  this  level  to  $276  million  in  FY  1996. 

Developing  Foreign  Markets.   This  function  includes 
programs  that  attempt  to  increase  foreign  consumer  awareness 
(through  such  activities  as  advertising)  of  U.S.  products  in  an 
effort  to  boost  sales.   The  Department  of  Agricultural  is  the 
main  agency  which  handles  this  function.   Spending  for  this 
activity  totalled  $191  million  in  FY  1995;  the  Administration's 
FY  1996  request  is  $207  million. 

Negotiating  Reductions  in  Foreign  Trade  Barriers. 

Included  in  this  function  are  efforts  to  reduce  trade  barriers  to 
U.S.  goods  and  services,  including  negotiations  for,  and  the 
implementation  of,  free  trade  agreements.  This  function  is 
mainly  carried  out  by  three  agencies:   the  Department  of  State, 
the  Department  of  Commerce,  and  the  United  States  Trade 
Representative  (USTR).   Spending  on  this  function  totalled 
$147.8  million  in  FY  1995.   The  Administration  requested 
$147.2  million  for  FY  1996. 

Funding  Feasibility  Studies.   The  Trade  Development 
Agency  (TDA)  provides  funding  for  feasibility  studies  for 
economic  development  projects  in  developing  and  middle- 
income  countries,  provided  that  a  U.S.  firm  is  chosen  by  the 
host  country  to  perform  the  study.   Such  efforts  are  intended 
to  help  U.S.  firms  to  gain  follow-on  contracts  for  major 
infrastructure  and  industrial  projects,  if  and  when  such 
projects  are  implemented,  and  to  counter  similar  funding 
programs  offered  by  other  foreign  governments.   Spending  for 
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this  activity  totalled  $34  million  in  FY  1995;  the 
Administration's  FY  1996  request  was  $41  million. 

Govemment-to-Governinent  Advocacy.   This  activity 
includes  efforts  by  U.S.  Government  officials  to  help  influence 
foreign  governments  into  awarding  contracts  to  U.S.  firms, 
especially  for  government-funded  projects,  and  to  counter  the 
effects  of  advocacy  programs  of  other  foreign  governments. 
The  Department  of  Commerce  maintains  an  Advocacy  Center 
which  tracks  major  projects  worldwide  and  coordinates 
Government  efforts  to  help  U.S.  firms  gain  contract  awards. 
Funding  for  this  activity  totalled  $36  million  in  FY  1995;  the 
Administration  requested  $37  million  for  FY  1996. 


Table  2.   Export  Promotion  Spending  by  Major  Function:   FY  1993-1996, 

Actual  and  Requested 

($Millions) 


Trade  Promotion  Activity 

1993 

1994 

1995 

1996 
Request 

Combatting  Foreign  Export 
Subsidies 

$1,135 

$1,423 

$1,124 

$1,324 

Financing  and  Insuring  U.S. 
Trade  in  Commerce 

1,341 

1,489 

1,191 

1,208 

Providing  Information, 
Counseling,  and  Export 
Assistance  Services 

196 

229 

248 

276 

Developing  Foreign  Markets 

257 

234 

190 

206 

Negotiating  Open  Markets  and 
Lowering/Removing  Trade 
Barriers 

132 

150 

148 

147 

Funding  Feasibility  Studies  on 
Major  Infrastructure  and 
Development  Projects 

32 

40 

34 

41 

Providing  Government-to- 
Government  Advocacy  on 
Behalf  of  U.S.  Business 

27 

34 

36 

37 

Total 

3,122 

3,600 

2,971 

3,240 

*  Excludes  OPIC  which  earns  a  profit  on  its  operations  and  hence  is  reflected  as  a 
negative  cost. 

Source:      Budget  of  the   United  States   Government,  Fiscal   Year  1996,  Analytical 
Perspectives,  p.  164. 
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EFFORTS  TO  REFORM  THE  U.S.  EXPORT  PROMOTION  REGIME 

In  recent  years,  congressional  debate  on  Federal  export  promotion 
programs  has  focused  on  several  factors,  including  the  large  and  continuing 
U.S.  trade  deficits;  concern  over  the  international  competitiveness  of  certain 
U.S.  industries;  Government  studies  which  purport  to  show  the  absence  of 
clear  national  priorities  in  the  funding,  delivery,  and  coordination  of  export 
promotion  services  among  Federal  agencies;  perceptions  among  some 
policymakers  that  current  Federal  export  promotion  programs  have  not 
adequately  met  the  needs  of  small  and  medium-sized  exporters;  and  concern 
that  other  major  industrialized  countries  have  allocated  significantly  larger 
levels  of  resources  for  export  promotion  than  the  United  States  --  to  the 
detriment  of  U.S.  exporters. 

Congress  attempted  to  address  some  of  the  perceived  shortfalls  in  the 
U.S.  export  promotion  regime  through  the  enactment  of  the  Export 
Enhancement  Act  of  1992  (P.L.  102-429).  The  Act  gave  statutory  authority 
to  the  Trade  Promotion  Coordinating  Committee  (TPCC),  headed  by  the 
Department  of  Commerce,  to  coordinate  trade  promotion  activities  among 
several  Federal  trade  agencies.  In  addition,  the  TPCC  was  directed  to  develop 
a  Government-wide  strategic  plan  for  trade  promotion  that  established 
priorities  for  Federal  trade  activities  and  a  rationale  for  trade  programs. 
Finally,  the  TPCC  was  directed  to  propose  to  the  President  an  annual  unified 
budget  proposal  on  trade  promotion  activities  within  the  Federal  Government 
which  allocates  resources  according  to  the  TPCC's  strategic  plan. 

In  September  1993,  the  TPCC  issued  a  report  making  65  policy 
recommendations  to  Congress  to  improve  the  coordination  and  delivery  of 
Federal  export  promotion  programs,  including:' 

•  Creating  a  unified  export  promotion  budget  that  allocates 
resources  consistent  with  geographic  and  sectorial  priorities. 

•  Creating  one-stop  shops  within  identified  regions  which  enable 
exporters  to  obtain  all  needed  assistance  from  one  location. 

•  Developing  a  single,  comprehensive  strategic  plan  for  each 
country  with  significant  market  potential  for  U.S.  exporters. 

•  Creating  a  TPCC  Advocacy  Coordinating  Network  to  identify 
major  procurement  and  project  opportunities  overseas  and  to 
assist  U.S.  firms  in  obtaining  contract  awards. 

•  Expanding  U.S.  export  finance  programs,  improving 
dissemination  of  information  of  such  programs,  and  expanding 
the  role  of  private  banks  in  export  finance. 


Trade  Promotion  Coordinating  Committee,  Toward  a  National  Export  Strategy,  September 
30,  1993,  104  pages. 
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Removing  obstacles  to  exporting,  such  as  certain  export 
controls. 


The  TPCC  has  been  able  to  carry  out  many  of  its  recommendations 
without  congressional  action.   However,  to  date,  it  has  not  yet  established  a 
comprehensive  set  of  priorities  for  export  promotion  activities,  a  set  of  clear 
economic  rationales  for  trade  programs  (i.e,  identifying  where  market  failures 
have  occurred),  or  a  unified  budget  proposal  which  would  significantly 
reallocate  budget  resources  based  on  export  promotion  priorities. 

Part  of  the  difficulty  in  establishing  clear  priorities  for  Government 
trade  programs  results  from  different,  sometimes  confiicting,  goals  that 
various  programs  have.   For  example,  a  large  share  of  U.S.  trade  programs 
are  geared  towards  combating  trade  programs  and  trade  subsidies  of  foreign 
governments.   As  a  result,  many  large  U.S.  corporations  receive  assistance 
from  the  Government.   Conversely,  many  other  trade  programs  are 
specifically  geared  towards  assisting  small  and  medium-sized  firms  because 
they  are  considered  to  lack  the  resources  needed  to  become  engaged  in 
exporting.  Thus,  the  question  becomes,  should  the  Government  attempt  to 
expand  U.S.  exports  of  U.S.  firms  in  general,  or  only  those  produced  by  small 
and  medium-sized  firms?   Similarly,  some  trade  programs  attempt  to  help 
firms  export  without  regard  to  the  products  exported,  while  other  programs 
target  specific  products  (such  as  agriculture)  for  assistance.   Thus  the 
question  becomes,  should  Government  trade  programs  attempt  to  distinguish 
which  products  should  be  promoted,  and  if  so,  what  criteria  should  be  used  to 
make  this  determination? 

RATIONALES  FOR  GOVERNMENT  EXPORT  PROMOTION 
PROGRAMS 

Traditional  economic  theory  holds  that  the  free  market  system  (and 
free  trade)  provides  the  most  efficient  allocation  of  goods  and  services  in  the 
economy,  based  on  supply  and  demand  forces.   However,  market  failures  may 
occur  which  may  prevent  the  market  from  operating  at  its  most  efTicient 
level.   In  such  cases,  some  form  of  government  intervention  may  be  justified. 
The  existence  of  imperfect  market  information,  spillovers,  and  imperfect 
competition  is  often  cited  as  a  justification  for  using  export  promotion 
programs.   However,  disagreement  often  arises  over  whether  a  market  failure 
has  in  fact  occurred,  and  whether  government  trade  programs  can  produce 
net  benefits  for  the  economy  as  a  whole. 

Supporters  of  government  export  promotion  programs  contend  that 
imperfect  or  inadequate  information  (such  as  a  lack  of  awareness  of  export 
opportunities,  information  on  how  to  export,  or  availability  of  export 
financing)  has  caused  certain  U.S.  firms  to  export  below  their  efficient  level. 
Hence  it  is  argued  that  firms  would  seek  to  boost  their  level  of  exports,  if 
they  had  better  information  on  export  markets,  and  overseas  demand  for  U.S. 
goods  and  services  would  increase,  if  foreign  buyers  were  made  better  aware 


100 


of  U.S.  products.  It  is  further  assumed  that  imperfect  information  has 
prevented  firms  from  becoming  more  active  in  providing  export  services,  or 
has  caused  the  costs  for  such  services  to  be  prohibitively  high.   For  example, 
it  is  contended  that  small  and  medium-sized  exporting  firms  often  have 
difficulty  obtaining  export  financing  or  must  pay  "high  costs"  for  such 
services,  due  to  the  perceived  "high  risks"  of  exporting  by  banks  and  other 
financial  institutions.  Thus,  it  is  argued  that  government  trade  programs  are 
needed  to  rectify  such  failures  in  the  market. 

Another  rationale  for  government  trade  programs  is  the  belief  is  that 
the  government  may  be  the  most  efficient  institution  for  collecting, 
evaluating,  and  disseminating  information  to  firms  on  changing  foreign 
market  trends,  new  trade  opportunities,  and  guidelines  on  how  to  export. 
The  resources  available  to  the  Federal  Government  allow  it  to  eiyoy  certain 
economies  of  scale  in  the  collection  and  dissemination  of  trade  information. 
Private-sector  firms,  especially  small  and  medium-sized  firms,  may  not  have 
the  resources  to  obtain  such  information  on  their  own. 

Opponents  of  government  export  promotion  programs  argue  that 
market  distortions  caused  by  imperfect  information  are  minimal  and  do  not 
warrant  government  intervention.   They  contend  that  U.S.  firms  are 
generally  exporting  the  level  of  goods  and  services  demanded  in  the 
international  market  as  determined  by  supply  and  demand  conditions,  access 
to  world  markets,  and  macroeconomic  forces  (principally  exchange  rates). 
Thus,  it  is  argued  that  government  trade  programs,  while  affecting  the 
composition  of  U.S.  exports,  have  little  effect  on  the  overall  level  of  U.S. 
exports.  Opponents  further  contend  that  the  availability  and  prices  of  export 
services  simply  reflect  supply  and  demand  for  such  services  in  the  market, 
and  thus  assert  that  there  is  no  "shortage"  of  export  financing  or  services.  In 
fact,  opponents  argue  the  existence  of  some  government  trade  promotion 
programs  may  impede  greater  involvement  by  private-sector  firms  in  the 
provision  of  export  services. 

Many  critics  of  Government  trade  programs  oppose  the  use  of  export 
subsidy  programs  (such  as  those  under  the  Eximbank  and  Department  of 
Agriculture)  to  counter  the  export  subsidy  programs  of  other  countries. 
While  the  objectives  of  these  programs  are  to  counter  the  effects  of  subsidies 
on  the  economic  competitiveness  of  certain  U.S.  firms  and  to  induce  nations 
to  refrain  from  using  subsidies  to  promote  exports,  they  are  seen  as  entailing 
costs  to  other  sectors  of  the  U.S.  economy  and  to  U.S.  taxpayers. 

Do  not  hesitate  to  contact  me  on  7-7767,  should  you  require  additional 
assistance. 


101 


93-364  E 


The  Economics  of  Export 
Promotion 


Wayne  M.  Morrison 

Analyst  in  International  Trade  and  Finance 

Economics  Division 


March  9,  1993 


CRS 


Congressional  Research  Ser\ice  •  The  Librar\-  of  ((inp-es 


Qi-nfti   n  -  Qc;  -  c; 


102 
THE  ECONOMICS  OF  EXPORT  PROMOTION 

SUMMARY 

There  hJeiB  been  considerable  debate  among  U.S.  policymakers  in  recent 
years  over  the  "effectiveness"  of  Government  trade  programs  in  boosting  U.S. 
exports.  Proposals  for  reforming  the  Federal  export  promotion  regime  may  be 
considered  by  Congress  and  the  Administration  in  the  near  future.  The 
economic  effects  of  export  promotion  programs  on  U.S.  trade  and  the  economy 
are  likely  be  an  important  consideration  in  the  debate  over  whether  or  how  to 
best  restructure  U.S.  trade  programs. 

Traditional  economic  theory  holds  that  the  free  market  system  (and  free 
trade)  provides  the  most  efficient  allocation  of  goods  and  services  in  the 
economy,  based  on  supply  and  demand  forces.  However,  market  failures  may 
occur  which  may  prevent  the  market  from  operating  at  its  most  efficient  level. 
In  such  cases,  some  form  of  government  intervention  may  be  justified.  The 
existence  of  imperfect  market  information,  spillovers,  and  imperfect  competition 
are  often  cited  as  Justifications  for  using  export  promotion  programs.  However, 
disagreement  oflen  arises  over  whether  a  market  failure  has  in  fact  occurred, 
and  whether  government  trade  programs  can  produce  net  benefits  for  the 
economy  as  a  whole. 

In  the  long-run,  trade  promotion  progrsuns  will  likely  have  little  effect  on 
the  U.S.  trade  deficit;  this  is  a  function  of  macroeconomic  forces  rather  than 
trade  policy.  Elxport  promotion  pwlicies  may  afTect  the  composition  of  exports 
or,  in  some  cases,  lead  to  an  increase  in  total  trade  (imports  and  exports). 

The  export  promotion  programs  of  other  countries  (such  as  direct  export 
subsidies)  are  likely  to  have  little  effect  on  the  overall  level  of  U.S.  exports, 
althou^  certain  foreign  government  export  policies  may  have  harmed  certain 
U.S.  industries.  ([k)untries  which  use  export  subsidies  may  end  up  decreasing 
the  value  of  their  exports  and  thereby  reducing  the  level  of  imports  which  can 
be  obtained. 

U.S.  Government  studies  on  foreign  trade  promotion  programs  provide 
examples  of  different  approaches  various  foreign  governments  use  to  assist 
exporters.  However,  such  studies  fail  to  show  a  clear  relationship  between  a 
nation's  export  promotion  efforts  and  its  composition  and  level  of  exports.  Thus 
it  is  unclear  whether  the  United  States  should  attempt  to  replicate  the  trade 
programs  of  other  nations. 

The  existence  of  several,  often  conflicting,  rationales  in  the  United  States 
for  promoting  exports,  makes  it  difficult  to  determine  what  types  of  reforms 
could  be  made  by  the  U.S.  Government  to  improve  the  current  export  promotion 
trade  regime.  Such  judgements  require  a  consensus  on  what  rationale(s)  should 
be  used  to  justify  the  use  of  export  promotion  programs,  and  what  priorities  and 
goals  such  programs  should  have.  In  addition,  consideration  must  be  given  to 
both  the  overall  costs  of  trade  promotion  programs  as  well  as  their  benefits  to 
ensure  that  trade  promotion  programs  produce  net  gEiins  for  the  U.S.  economy. 
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THE  ECONOMICS  OF  EXPORT  PROMOTION 

There  has  been  conBiderable  debate  among  U.S.  policymakers  in  recent 
years  over  the  "effectivenesa"  of  Federal  Government  trade  programs  in  boosting 
U.S.  exports.  This  debate  appears  to  have  been  sparked  by  several  factors, 
including  the  large  and  continuing  U.S.  trade  deficits;  concern  over  the 
international  competitiveness  of  certain  U.S.  industries;  recent  Government 
studies  which  purport  to  show  the  absence  of  clear  national  priorities  in  the 
funding,  delivery,  and  coordination  of  export  promotion  services  among  Federal 
agencies;  perceptions  among  tome  policymakers  that  current  Federal  export 
promotion  programs  do  not  adequately  meet  the  needs  of  small  and  medium- 
sized  exporters;  and  concern  that  other  m^or  industrialized  countries  allocate 
significantly  larger  levels  of  resources  for  export  promotion  than  the  United 
States  -  to  the  detriment  of  U.S.  exporters. 

Congress  attempted  to  address  some  of  the  perceived  shortfalls  in  the  U.S. 
export  promotion  regime  throu^  the  enactment  of  the  Export  Enhancement 
Act  of  1992  (P.L.  102-429).  The  Act  gives  statutory  authority  to  the  Trade 
Promotion  Coordinating  Committee  (TPCC),  headed  by  the  Department  of 
Commerce,  to  coordinate  trade  promotion  activities  among  several  Federal  trade 
agencies.'  In  addition,  the  TPCC  is  directed  to  develop  a  Government-wide 
strategic  plan  for  trade  promotion  which  establishes  priorities  for  Federal  trade 
activities  and  a  rationale  for  trade  programs.  Finally,  the  TPCC  is  directed  to 
propose  to  the  President  an  annual  unified  budget  proposal  on  trade  promotion 
activities  within  the  Federal  Government  which  allocates  resources  according  to 
the  TPCC's  strategic  plan. 

The  economic  effects  of  export  promotion  programs  on  the  level  and 
composition  of  U.S.  trade  and  U.S.  living  standards  are  likely  to  be  important 
considerations  in  the  TPCC's  development  of  a  strategic  plan,  as  well  as  for 
congressional  proposals  to  make  other  reforms  to  the  current  Federal  export 
promotion  regime.  This  report  examines  the  issue  of  export  promotion  within 
a  simplified  theoretical  economic  framework,  providing  contrasting  views  on  the 
economic  merits  of  such  programs.  In  this  context,  several  questions  are 
addressed.  What  economic  arguments  are  there  for  and  against  the  use  of 
government  programs  to  promote  certain  exports?  What  effect  do  such 
programs  have  on  the  U.S.  balance  of  trade?  Do  the  export  promotion  policies 
of  other  countries  affect  U.S.  trade?  Should  the  United  States  attempt  to 
replicate  certain  export  promotion  programs  of  other  countries  or  adopt  other 
reforms? 


'The  TPCC  was  initially  established  in  1990  by  executive  order  to  improve 
coordination  of  export  promotion  services  and  financing  among  Federal  agencies. 
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ECONOMIC  ARGUMENTS  FOR  AND  AGAINST  EXPORT 
PROMOTION  PROGRAMS 

Mainstream  economic  theory  holds  that  free  market  forces  provide  the  most 
efTicient  allocation  of  goods  and  services,  based  on  supply  and  demand. 
However,  market  failures  may  occur  which  prevent  the  market  from  operating 
at  its  'optimal"  or  most  efficient  level,  causing  the  market  to  either  overallocate 
or  underallocate  resources  to  various  economic  activities.  This  leads  to  economic 
waste.  Thus,  in  order  to  remove  such  market  failures  and  promote  greater 
economic  efficiency,  some  form  of  government  intervention  may  be  warranted.^ 
The  existence  of  imperfect  information  in  the  market,  spillovers,  and  imperfect 
competition  are  examples  of  market  failures  that  are  often  cited  as  Justifying 
government  export  promotion  programs,  the  presumption  being  that  either  the 
composition  or  level  of  US.  exports  is  below  that  which  would  maximize  U.S. 
living  standards. 

From  an  economic  perspective,  much  of  the  debate  over  export  promotion 
essentially  involves  whether  some  market  failure  has  actually  occurred,  and 
whether  government  intervention  can  produce  net  benefits  for  the  economy  as 
a  whole.  Supporters  of  export  promotion  programs  assume  that  market  failures 
have  occurred  which  have  led  to  significant  misallocation  of  resources  in  the 
economy.  Elxport  promotion  programs  are  seen  as  a  corrective  tool  to  ensure 
that  resources  are  directed  to  their  most  efficient  use.  In  effect,  such  assistance 
is  intended  to  foster  the  allocation  of  resources  that  presumably  would  occur  if 
ideal  market  conditions  (such  as  perfect  information)  existed.  It  is  argued  that 
export  promotion  policies  can  substantially  boost  exports,  improve  national 
living  standards,  and  (during  periods  of  less  than  full  employment)  increase 
output  and  employment. 

Opponents  of  export  promotion  programs  dispute  that  significant  market 
failures  have  occurred,  and  warn  that  government  intervention  may  interfere 
with  the  efficient  operation  of  the  market  Such  critics  argue  that  trade 
promotion  policies  are  little  more  than  distortive  subsidies  which  favor  some 
firms  over  others,  reduce  efficiency  within  the  economy,  result  in  terms  of  trade 
losses,  and  diminish  national  living  standards.'  In  addition,  while  critics 
concede  that  trade  promotion  programs  may  help  boost  employment  and 
production  during  periods  of  less  than  full  employment,  they  question  why 
exporting  firms  should  be  favored  for  assistance  over  other  U.S.  firms.  Many 
argue,  that  monetary  and  fiscal  policies  aimed  at  stimulating  domestic  demand, 
may  provide  a  more  effective  means  of  stimulating  the  economy. 


^ote,  the  government  intervenes  in  the  economy  for  a  variety  of  social  and 
political  reasons  as  well. 

^Technically,  any  form  of  government  assistance  to  exporters  constitutes  a 
"subsidy,"  although  some  types  of  subsidies  are  more  direct  than  others  (i.e.,  they 
go  directly  towards  facilitating  exports).  Some  examples  of  "direct"  export 
subsidies  include  direct  payments;  tax  rebates;  below-market  interest  rate  loans; 
and  export  guarantees,  credits,  and  insurance. 
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IMPERFECT  INFORMATION 

Supporters  of  government  export  promotion  programB  contend  that 
imperfect  information  (such  as  a  lack  of  awareness  of  export  opportunities, 
information  on  bow  to  export,  or  availability  of  export  financing),  has  caused 
U.S.  firms  (especially  small  and  medium-sized  firms)  to  export  below  their 
efficient  level.  An  important  assumption  behind  this  argument  is  that  U.S. 
firms  would  seek  to  boost  their  level  of  exports  if  they  had  better  information 
on  export  markets,  and  that  overseas  demand  for  U.S.  exports  would  increase 
if  foreign  buyers  were  made  better  aware  of  U^.  products. 

It  is  further  assumed  that  imperfect  information  has  prevented  firms  from 
becoming  more  active  in  providing  export  services  or  has  caused  the  cocts  for 
such  services  to  be  prohibitively  hi^.  For  example,  it  is  contended  that  small 
and  medium-sized  exporting  firms  often  have  difficulty  obtaining  export 
financing  (such  as  loans,  insurance,  and  guarantees),  or  must  pay  "hi^  costs* 
for  such  services,  due  to  the  perceived  "high  risks*  of  exporting  by  banks  and 
other  financial  institutions.  This  implies  that  if  better  information  about  the 
actual  risks  (and  potential  benefits)  of  providing  export  financing  existed  in  the 
market,  more  banks  would  be  involved  in  providing  such  financing,  and  the 
charges  for  such  services  to  exporters  would  be  substantially  smaller. 

Another  contention  for  government  involvement  in  promoting  exports  is  the 
belief  is  that  the  government  may  be  the  moet  efficient  institution  for  collecting, 
evaluating,  and  disseminating  information  to  firms  on  changing  foreign  market 
trends,  new  trade  opportunities,  and  guidelines  on  how  to  export  The  resources 
available  to  the  Federal  (jovemment  allow  it  to  etgqy  certain  economies  of  scale 
in  the  collection  and  dissemination  of  trade  information.  Private-sector  firms, 
especially  small  and  medium-sized  firms,  may  not  have  the  resources  to  obtain 
such  information  on  their  own.  In  addition,  the  information  provided  by  the 
(government  may  help  firms  respond  more  efficiently  to  changes  in  the  nuirket, 
such  as  increased  overseas  demand  for  various  commodities  produced  by  US. 
firms. 

Opponents  of  government  export  promotion  programs  argue  that  market 
distortions  caused  by  imperfect  information  are  minimal  and  do  not  warrant 
government  intervention.  They  contend  that  VS.  firms  are  generally  producing 
for  export  the  level  of  goods  and  services  demanded  in  the  international  market 
as  determined  by  supply  and  demand  conditions,  access  to  world  markets,  and 
macroeconomic  forces  (principally  exchange  rates).  As  a  result,  it  is  argued  that 
export  promotion  programs  will  have  little  effect  on  the  ability  of  firms  to  sell 
products  overseas. 

Opponents  of  trade  promotion  programs  further  argue  that  the  availability 
and  prices  of  export  services  (including  financing)  simply  reflects  supply  and 
demand  for  such  services  in  the  market,  and  thus  contend  that  there  is  no 
"shortage"  of  export  finsmcing  or  services.  If  prices  charged  by  firms  providing 
export  services  were  "unusually  high"  or  offered  returns  that  were  greater  than 
other  types  of  services  in  the  economy,  then  other  firms  would  attempt  to  enter 
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the  export  services  market,  hence  driving  down  prices.  In  fact,  opponents  argue 
the  existence  of  some  government  trade  promotion  programs  impedes  greater 
involvement  by  private-sector  firms  in  the  provision  of  export  services.  Since 
government  export  assistance  is  often  provided  to  exporters  at  little  or  no 
charge,  they  lower  the  demand  (and  prices)  of  export  promotion  services  in  the 
pnvate  sector,  and  hence  discourage  greater  private-sector  involvement  in  export 
services. 


SPILLOVERS  AND  INDUSTRIAL  POUCY 

Another  possible  justification  for  government  involvement  in  promoting 
exports  involves  the  belief  that  certain  products  or  technologies  may  have 
significant  spillover  effecta  on  other  parts  of  the  economy.  Such  spillovers  could 
include  the  development  and  diffusion  of  new  technology  throughout  the 
economy,  an  improvement  in  a  nation's  terms  of  trade,  growth  in  other  related 
industries,  an  increase  in  productivity,  and  the  creation  of  high-paying  jobs. 
Government  intervention,  such  as  export  promotion,  to  enaure  the  development 
and  growth  of  such  industries  is  often  referred  to  as  an  "industrial  policy."  Such 
a  policy  would  be  more  concerned  with  boosting  exports  of  certain  products  than 
increasing  the  overall  level  of  exports. 

Proponents  of  industrial  policy  argue  that,  in  some  instances,  firms  may  fail 
to  produce  the  desired  level  of  "critical  products,"  absent  government 
involvement,  because  the  value  of  such  products  to  society  may  not  be 
adequately  reflected  in  the  market,  and  hence  may  not  be  fully  recovered  by  the 
developing  firm.  For  example,  firms  will  generally  be  motivated  into  developing 
new  technology  only  if  it  is  perceived  that  it  will  booet  company  profits.  The 
benefits  such  technology  has  on  the  economy  a*  a  whole,  however,  may  not  be 
reflected  in  the  prices  of  such  products  in  the  market.  That  is,  firms  will  be 
unable  to  obtain  through  the  market  system  (prices)  the  benefits  such  products 
provide  through  spillovers  to  other  sectors  of  the  economy.  This  implies  that 
the  benefits  (value)  such  products  provide  to  the  economy  as  a  whole  may  Car 
outweigh  the  benefits  which  can  be  obtained  by  the  producer  (through  prices) 
of  such  products  (hence  the  market  failure).  As  a  result,  firms  may  be  less  likely 
to  develop  and  market  such  products  or  technology. 

This  market  failure  may  be  especially  true  in  cases  where  the  development 
of  high  technology  products  requires  substantial  investment  in  research  and 
development  (R&D).  Firms  may  be  concerned  that  such  investments  may  not 
be  fully  recovered  after  the  product  is  marketed  because  other  firms  may  be  able 
to  acquire  the  results  of  the  R&D  at  little  or  no  cost.  In  addition,  firms  may  be 
concerned  over  the  "uncertainties"  of  being  able  to  recoup  potentially  large 
expenditures  for  the  development  of  new  products  through  future  sales. 
Government  intervention  is  intended  to  help  firms  capture  a  larger  share  of  the 
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benefits  reiulting  from  spillover  effects  to  ensure  the  development  of  'critical* 
or  "key*  products  and  technologies.^ 

Under  an  industrial  policy,  government  export  promotion  programs  would 
be  used  to  help  'critical*  or  "key'  industries,  mainly  high-tech,  expand  into 
overseas  markets.  An  important  assumption  behind  this  theory  is  that  the 
resulting  foreign  demand  for  such  products  would  enable  the  key  industries  to 
increase  production,  leading  to  greater  economies  of  scale  and  other  efficiency 
gains  obtained  from  'learning  by  doing'  and  specialization.  These  gains  would 
enable  firms  to  achieve  lower  production  costs  and  could  lead  to  the  development 
of 'important'  new  products  and  innovations.  The  development  of  such  products 
and  innovations  would  enable  other  sectors  of  the  economy  (through  spillover 
effects)  to  realize  significant  efficiency  gains  as  well.  It  is  assumed  that  the 
economic  growth  generated  fitxn  these  efficiency  gains  would  be  greater  than 
the  amount  of  government  subsidy  used  to  support  the  key  industries,  thus 
resulting  in  net  benefits  to  the  economy. 

Another  justification  for  using  export  promotion  as  an  industrial  policy  is 
the  contention  that  other  nations,  such  as  Japan,  are  currently  applying  such 
policies  in  order  to  overtake  the  United  States  as  the  leader  in  various  hig^ 
technology  industries.  It  is  feared  that  the  loss  of  such  critical  industries  by  the 
United  States  could  seriously  undermine  U.S.  living  standards  in  the  future. 
Hence,  it  is  argued  that  the  United  States  should  use  trade  promotion  policies 
to  counter  the  effects  of  industrial  policies  utilized  by  other  countries,  or  as  a 
policy  tool  to  induce  other  nations  to  end  such  practices. 


IMPERFECT  COMPETITION  AND  STRATEGIC  TRADE  POUCY 

Closely  related  to  the  concept  of  industrial  policy  is  the  theory  of 'strategic 
trade  policy,'  which  holds  that,  under  certain  circumstances,  government  can 
help  influence  which  products  a  nation's  firms  will  develop  a  comparative 
advantage  and  hence  can  affect  a  nation's  composition,  patterns,  and  terms  of 
trade.  A  strategic  trade  policy  assumes  that  government  intervention  (such  as 
export  promotion)  can  increase  world  market  shares  for  certain  industries 
(mainly  hi^-tech),  by  inducing  foreign  firms  to  reduce  output,  withdraw  from 
the  market,  or  refrain  from  entering  the  market.  As  a  result,  domestic  firms 
would  be  able  to  obtain  "higher  than  normal  returns'  to  production  (or  rents), 
the  sum  of  which  would  be  greater  than  the  level  of  subsidies  provided  to 
targeted  firms.*  If  successful,  a  strategic  trade  policy  would  essentially  improve 
a  nation's  terms  of  trade  by  increasing  the  value  of  its  exports  and  thereby 
increasing  the  level  of  imports  it  can  obtain  through  trade. 


*A  "key"  or  "critical'  product  is  one  that  is  considered  important  or  vital  to 
the  economic  development  of  the  Nation. 

*The  terms  "rents"  and  "higher  than  normal  returns'  essentially  mean  the 
amount  of  profits  firms  in  a  noncompetitive  environment  would  be  able  to  earn 
above  the  rate  of  return  earned  by  firms  in  a  completely  competitive  market. 
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Theoretically,  in  order  for  a  strategic  trade  policy  to  be  successful,  several 
assumptions  must  generally  prove  valid. 

•  The  government  is  in  the  best  position  (as  opposed  to  free  market 
forces)  to  identify  "strategic  industries*  and  can  effectively  implement 
policies  (such  as  subsidies,  trade  promotion,  etc.)  for  their  development 
and  growth. 

•  Imperfect  competition  exists  within  the  international  market  in  which 
there  are  only  a  few  producers,  due  to  high  barriers  to  entry.'  Hence 
firms  which  are  able  to  gain  early  market  entry  will  be  able  to  obtain 
higher  than  normal  returns  (rents). 

•  Firms  within  this  market  have  the  ability  to  affect  prices,  and  are 
strongly  influenced  by  the  actions  of  their  competitors.  As  a  result, 
government  assistance  (export  promotion)  to  domestic  firms  will 
induce  foreign  firms  to  exit  the  market  (due  to  a  realization  that  they 
would  be  unable  to  compete  against  firms  which  have  government 
backing)  or  will  cause  them  to  minimize  their  level  of  production  and 
market  share.^  As  a  result,  domestic  firms  are  able  to  gain  a  larger 
share  of  high  rents  that  exist  in  the  market  due  to  imperfect 
competition. 

•  Other  foreign  governments  will  not  attempt  provide  similar  assistance 
to  their  firms  or  will  not  retaliate  against  such  policies. 

•  The  returns  to  the  economy  realized  by  such  a  policy  will  be  greater 
than  their  costs. 

Strategic  policy  differs  somewhat  from  industrial  policy  in  that  a  strategic 
jxilicy  is  essentially  a  'predatory*  practice  which  is  based  on  the  presumption 
that  a  nation's  welfare  can  be  improved  at  the  expense  of  another's,  while  an 
industrial  policy  does  not  necessarily  seek  to  improve  national  welfare  at  the 
expense  of  other  nations.  In  addition,  while  an  industrial  policy  attempts  to 
'rectify'  market  failures,  a  strategic  trade  policy  seeks  to  take  advantage  of 
them. 


*This  assumes  that  imperfect  comf>etition  exists  due  to  economies  of  scale 
and  steep  learning  curves  that  enable  firms  to  continue  .to  lower  costs  as 
production  increases. 

^(jrovemment  subsidies  to  domestic  firms  lowers  their  costs  and  allows  them 
to  expand  production  and  gain  a  larger  market  share  at  the  expense  of  foreign 
competitors. 
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A  CRITIQUE  OF  INDUSTRIAL  AND  STRATEGIC  TIUDE  POUCIES 

While  opponents  of  strategic  trade  and  industrial  policies  concede  the 
ability  of  government,  under  certain  circumstances,  to  influence  the  growth  and 
development  of  individual  industries,  they  question  whether  the  benefits  of  such 
policies  to  targeted  finna  will  exceed  their  costs  to  society.  Many  also  question 
the  ability  of  the  state,  rather  than  market  forces,  to  provide  the  most  efficient 
allocation  and  utilization  of  scarce  economic  resources.  For  example,  many 
economists  argue  that,  while  such  policies  may  assist  certain  industries,  they 
may  harm  the  economy  as  a  whole  by  causing  resources  to  be  drained  away  from 
other  important  industries,  making  them  less  productive  and  competitive.  In 
addition,  the  government  could  be  wrong  in  its  choice  of  strategic  or  key 
industries;  they  may  prove  inefficient,  incapable  of  competing  internationally, 
or  may  fail  to  provide  the  anticipated  returns  to  the  economy.  A  related  concern 
is  that  politio&l  pressures,  rather  than  economic  considerations,  could  play  a 
significant  role  in  choosing  and  supporting  indiistries,  hence  leading  to 
government  support  of  inefficient  firms. 

Finally,  many  economists  warn  the  use  of  government  assistance  by  nations 
to  promote  strategic  or  key  industries  could  undermine  international  support  for 
free  trade.  In  the  long-run,  this  trend  could  lead  to  subsidy  wars  among  nations, 
resulting  in  greater  economic  distortions,  a  reduction  in  international  trade,  and 
declining  world  living  standards.* 


THE  EFFECT  OF  EXPORT  PROMOTION  ON  A  NATION'S  BALANCE 

OF  TRADE 

A  frequent  justification  by  supporters  of  Federal  trade  promotion  programs 
is  that  such  policies  will  boost  exports  and  thereby  will  reduce  the  U.S.  trade 
deficit.  The  size  and  direction  (increase)  of  the  U.S.  trade  deficit  is  often  cited 
by  supporters  of  trade  promotion  as  justifying  expanding  resources  for  such 
programs.  However,  this  view  does  not  correspond  with  traditional  economic 
doctrine.  In  theory,  export  promotion  programs  could,  in  the  short-run,  boost 
a  nation's  exports,  causing  the  trade  deficit  to  shrink.  However,  in  the  long-run, 
such  programs  are  unlikely  to  have  a  significant  effect  on  a  nation's  balance  of 
trade. 

Economists  generally  attribute  the  U.S.  trade  deficit  to  macroeconomic 
causes,  mainly  the  shortfall  in  U.S.  savings  relative  to  domestic  investment 
spending.  The  large  budget  deficits  that  have  been  incurred  by  the  Federal 
Government  beginning  in  the  19808,  coupled  with  a  declining  private  savings 
rate,  have  led  to  a  shortfall  of  savings  necessary  to  fund  US.  investment  needs. 
As  a  result,  the  United  States  has  boosted  its  borrowing  of  savings  from  other 
countries,  such  as  Japan.  This  has  occurred  mainly  through  foreign  purchases 
of  U.S.  Government  securities  and  other  investments  in  the  United  States. 


*Hufbauer,  Gary  Clyde  and  Erb,  Joanna  Shelton.  Subsidies  In  International 
Trade.  Institute  For  International  Economics,  1984,  p.8. 
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Foreign  demand  for  U.S.  dollars  (needed  to  purchase  such  investments)  caused 
the  dollar  to  appreciate  against  foreign  currencies,  raising  the  price  of  U.S. 
exprorts,  while  decreasing  prices  for  imports.  While  the  dollar  has  depreciated 
in  recent  years,  improving  the  U.S.  trade  balance,  it  is  unlikely  that  the  United 
States  will  be  able  to  significantly  reduce  its  trade  deficit  without  changing  its 
long-term  savings  and  investment  patterns.' 

What  would  happen  if  the  United  States  significantly  boosted  spending  for 
promoting  certain  exports  through  export  subsidies  or  other  programs  which 
reduced  exporter  costs?  Reducing  such  costs  would  enable  certain  exporters  to 
lower  their  prices  on  exports,  resulting  in  increased  foreign  demand  for  such 
products,  and  hence  boosting  overall  U.S.  exports  in  the  short-run.  However, 
in  the  long-run,  the  increased  demand  for  U.S.  exports  would  increase  foreign 
demand  for  U.S.  dollars,  pushing  up  the  dollar's  exchange  rate.'"  This  would 
raise  the  price  of  many  U.S.  exports  overseas,  resulting  in  a  drop  in  foreign 
demand  for  such  products."  The  end  result  of  export  promotion  programs  is 
likely  to  shift  foreign  demand  to  exports  supported  by  export  promotion 
programs,  but  away  from  other  U.S.  exports  not  receiving  such  support, 
resulting  in  little  or  no  change  in  the  balance  of  trade.  "^  Thus,  under  this 
scenario,  export  promotion  programs  in  the  long-run  are  more  likely  to  have  an 
effect  on  the  composition  of  exports  rather  than  the  net  value  of  exports. 

Assume  that  the  Federal  Government  were  able  to  boost  export  promotion 
services  without  having  to  increase  Government  spending  or  the  Federal  budget 
deficit  (e.g.,  through  reorganization  of  trade  functions  and  better  coordination 
of  services).  And  further  assume  that  such  programs  rectified  certain  market 
failures  that  prevented  various  U.S.  firms  from  achieving  their  "export 
potential.""  What  would  be  the  effect  on  the  VS.  trade  balance? 


*The  U.S.  trade  deficit  rose  from  $27.5  billion  in  1982  to  $152.1  billion  in 
1987.  It  fell  between  1988  and  1991,  from  $118.5  billion  (1988)  to  $65.4  billion 
(1991).  The  trade  deficit  increased  to  $84.3  billion  in  1992  and  is  projected  by 
many  analysts  to  rise  in  1993. 

"iLiikewise,  an  increase  in  Federal  spending  to  pay  for  such  programs  would 
likely  be  financed  through  Government  borrowing,  which  could  boost  U.S. 
interest  rates,  and  cause  the  dollar  to  appreciate. 

"The  effects  of  an  appreciating  dollar  on  certain  exports  will  depend  on  the 
elasticity  of  both  supply  and  demand  for  such  products. 

'^n  addition,  trade  promotion  programs  could  draw  resources  away  from 
import-competing  firms.  This  would  likely  make  such  firms  less  efficient  and 
make  their  products  more  expensive. 

'^This  scenario  suggests  that  certain  market  failures  are  acting  as  internal 
trade  barriers  to  U.S.  exports. 
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Under  such  aBsumptiooB,  U.S.  Government  trade  programs  could  result  in 
increased  foreign  demand  for  certain  VS.  exports,  assuming  there  is  an  overseas 
market  demand  for  such  products  that  is  not  being  met  due  to  market 
failures.'^  To  meet  that  demand,  U.S.  exporters  would  seek  to  boost 
production,  drawing  resources  away  from  other,/)re»u/m»6/y  less  efpcUnt,  sectors 
of  the  economy.  The  increase  in  production  by  export  firms  could  allow  them 
to  increase  specialization,  decreasing  per  unit  costs  (due  to  economies  of  scales), 
and  possibly  leading  to  greater  economic  efficiency  within  the  economy. '* 
Lower  coats  would  enable  exporters  to  reduce  prices,  thus  boosting  foreign 
demand  for  certain  U.S.  products. 

The  increase  in  foreign  demand  for  US.  exports  could  cause  the  dollar  to 
appreciate,  which  would  cause  VS.  purchases  of  foreign  imports  to  rise.  An 
appreciating  dollar  would  also  cause  prices  of  some  exports  to  rise.  However, 
efficiency  gains  would  enable  firms  to  still  boo«t  exports,  despite  the  change  in 
exchange  rates.  As  a  result,  both  VS.  imports  and  exports  would  increase. 
While  the  U.S.  balance  of  trade  over  the  long  run  would  remain  the  same,  the 
United  States,  under  this  scenario,  would  experience  an  improvement  in  its 
terms  of  trade,  meaning  that  the  same  level  of  exports  would  enable  the  United 
States  to  obtain  a  hi^er  level  of  imports."  This  would  increase  U.S.  living 
gtandards,  and  hence  would  be  a  worthwhile  goal  of  trade  promotion  policies. 


DO  EXPORT  PROMOTION  PROGRAMS  OF  OTHER  COUNTRIES 
AFFECT  VS.  EXPORTS? 

Supporters  of  government  trade  programs  often  argue  that  such  policies  are 
needed  to  offset  the  effects  of  similar  programs  used  by  foreign  governments. 
This  raises  an  important  question.  Do  the  trade  programs  of  other  countries 
have  a  negative  effect  on  VS.  exports? 

In  theory,  foreign  government  export  promotion  programs  (such  as  direct 
export  subsidies)  may  help  lower  the  costs  of  foreign  firms  engaged  in  exporting, 
resulting  in  a  boost  in  exports  of  such  products  beyond  what  would  occur 
without  such  assistance.  Such  assistance  in  the  short-run  may  displace  certain 
U.S.  exports  in  third  country  markets  where  U.S.  firms  may  be  internationally 
competitive  but  lack  comparable  government  assistance.  Thus,  while  it  is 
arguable  that  some  foreign  trade  promotion  programs  may  have  had  a  negative 


'^Export  promotion  programs  would,  for  example,  make  foreigners  aware  of 
U.S.  products,  and  make  U.S.  producers  (exporters)  aware  of  foreign  demand  for 
their  products. 

"Note,  this  may  be  a  somewhat  heroic  assumption.  An  increase  in 
production  does  not  always  result  in  greater  economies  of  scale. 

'^Note,  the  ultimate  goal  of  trade  is  not  just  to  boost  exports,  but  to  improve 
consumer  welfare.  Improving  economic  efficiency  for  exporters  in  effect 
increases  the  amount  of  goods  and  services  which  can  be  consumed  by  society. 
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effect  on  certain  U.S.  exports  in  third  country  marketa,  it  is  likely  that  they 
have  affected  only  the  compoaition  of  U.S.  export*  rather  than  the  total  level  of 
U.S.  exports.'^  In  addition,  while  foreign  trade  programs  may  help  certain 
domestic  exporters,  they  likely  have  harmed  others.  Hence,  it  is  unclear 
whether  the  United  States  should  attempt  to  counter  the  trade  promotion 
policies  of  other  countries  with  similar  programs. 

For  example,  the  United  States  has  had  a  number  of  long-standing  trade 
disputes  with  the  European  Community  (EC)  over  ita  use  of  export  subsidies  to 
promote  the  overseas  sales  of  certain  surplus  agricultural  commodities,  such  as 
cereals,  beef,  dairy  products,  poultry,  fruits  and  vegetables,  wine,  and  tobacco. 
EC  expenditurea  for  agricultural  export  aubeidies  were  eatimate  at  $12  billion 
in  1990."  It  may  be  correct  to  assume  that  such  subsidies  have  had  a  negative 
impact  on  the  export  sales  of  certain  U.S.  agriculture  producers  (by  displacing 
possible  U.S.  sales  and  lowering  world  prices  for  such  commodities). 

It  is  equally  likely,  however,  that  the  EX^'s  export  subsidy  regime  has 
harmed  other  EC  industries  by  drawing  away  resourcea  away  from  other  (non- 
subsidized)  EC  firms,  making  them  less  productive  and  less  competitive  in  world 
markets  vis-a-vis  U.S.  firms."  In  addition,  the  use  of  export  subsidies  by  the 
EC  has  likely  led  to  overproduction  of  certain  agricultural  commodities, 
resulting  in  economic  waste,  and  likely  diminishing  the  EC's  terms  of  trade  with 
the  rest  of  the  world,  meaning  that  the  EC  must  export  more  products  (due  to 
lower  export  pricea  resulting  from  the  subsidies)  to  obtain  a  similar  level  of 
imports."  Another  cost  involved  are  the  taxes  which  must  be  paid  by  EC 
citizens  to  support  such  subsidies.  Finally,  subsidized  EC  firms  are  likely  to 
become  less  responsive  to  market  forces  and  subsequently  may  become  less 
productive  and  efficient.    Hence,  such  a  policy,  while  benefiting  certain  EC 


"The  composition  of  U.S.  exports  may  itself  be  an  important  concern  if  the 
theories  of  industrial  policy  and  strategic  trade  proved  valid. 

"U.S.  State  Department.  Country  Reports  on  Economic  Policy  and  Trade 
Practices,  March  1992,  p.  191. 

'^Export  subsidies  lower  the  costs  of  export-producing  firms,  decreasing 
prices,  and  resulting  in  increased  foreign  demand  for  the  subsidized  products. 
To  meet  that  demand,  subsidized  firms  seek  to  obtain  additional  resources  (such 
as  capital  and  labor)  in  order  to  boost  production.  Scarce  resources  are  drawn 
from  other  (unsubsidized)  sectors  of  the  economy,  including  import-competing 
firms  and  other  exporting  industries,  diminishing  the  efficiency  of  such 
industries  and  lowering  their  potential  output. 

"Eiconomic  waste  occurs  because  the  costs  of  increasing  output  by  subsidized 
firms  exceeds  the  revenue  gained  by  the  export  sales  of  their  products. 
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agricultural  producers  (and  overseas  consumers  through  lower  prices),  likely 
comes  at  the  expense  of  lower  living  standards  for  EC  consumers." 

U.S.  Grms  negatively  affected  by  foreign  export  promotion  programs 
(subsidies)  often  seek  assistance  from  the  Federal  Government  to  combat  or 
offset  the  effects  such  practices,  including  the  development  of  comparable 
government  assistance  programs.  The  U.S.  Government  maintains  specific  trade 
promotion  programs  designed  to  combat  the  effects  of  foreign  direct  export 
subsidies  on  U.S.  exports.''  For  example,  the  Department  of  Agriculture 
maintains  the  Export  Enhancement  Program  which  provides  Government-owned 
surplus  agricultural  products  to  U.S.  exporters  to  help  them  compete  against  the 
subsidized  agricultural  products  of  other  nations,  including  the  EC,  in  third 
country  markets.  In  FY  1991,  $890  million  was  spent  for  this  program.**  In 
addition,  the  VS.  Ekport-Import  Bank  (Ebdmbank),  the  main  Crovemment 
agency  that  fiaeilitates  the  export  financing  of  U.S.  nonagricultural  goods  and 
services,  maintains  programs,  such  as  the  Direct  Credit  Program  and  the  "War 
Chest,*  to  counter  foreign  subsidized  export  financing  and  tied  aid  programs. 
Elximbank  estimated  the  subsidy  cost  of  Eximbank  programs  (i.e.,  the  cost  of 
providing  loan,  guarantee,  and  insurance  commitments)  at  $633  million  for  FY 
1993.»* 

The  stated  objectives  of  these  programs  are  to  ensure  that  foreign  buyers' 
purchase  decisions  are  based  on  market  factors,  counter  the  effects  of  subsidies 
on  the  economic  competitiveness  of  certain  VS.  firms,  and  induce  nations  to 
refrain  fix>m  using  subsidies  to  promote  exports.  To  the  extent  that  these 
objectives  are  achieved,  such  policies  may  prove  beneficial  to  certain  industries. 
However,  such  programs  entail  a  cost  to  other  sectors  of  the  U.S.  economy  and 
to  U.S.  taxpayers. 


SHOULD  THE  UNTTED  STATES  REPLICATE  THE  TRADE 
PROGRAMS  OF  OTHER  COUNTRIES? 

There  has  been  considerable  debate  in  recent  years  among  VS. 
policymakers  over  the  'effectiveness'  of  U.S.  trade  agencies  in  providing  services 
to  U.S.  exporters.  One  method  of  assessing  the  current  VS.  effort  has  been  to 
compare  U.S.  trade  programs  with  those  of  other  miyor  exporting  countries  such 


"In  effect,  subsidies  constitute  indirect  transfer  payments  from  one  country 
to  another. 

''The  United  States  also  maintains  trade  statutes  which  respond  to  foreign 
government  subsidies,  such  as  countervailing  duty  law  and  Section  301  of  the 
1974  Trade  Act,  as  amended. 

'General  Accounting  Office  (GAG).  Export  Promotion:  Federal  Programs 
Lack  Organization  and  Funding  Cohesiveness.  January  1992.  p.  5. 

'^Export-Import  Bank  of  the  United  States,  FY  1993  Budget  Request. 
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aa  Japan,  Germany,  and  other  industrialized  countries.  Such  studies  have  been 
recently  issued  by  the  Department  of  Commerce  and  the  General  Accounting 
Office  (GAO)."  Some  have  pointed  to  these  studies  as  evidence  that  other 
countries  maintain  more  effective  trade  programs,  or  that  they  expend  more 
resources  promoting  exports  than  the  United  States,  and  that  this  has  had  a 
detrimental  effect  on  U.S.  exporters.  Many  have  argued  that  the  United  States 
should  attempt  to  emulate  the  trade  programs  of  other  countries. 


OVERVIEW   OF   GOVERNMENT  STUDIES   ON   FOREIGN   TRADE 
PROMOTION  PRACTICES 

Some  highlights  of  the  contrasts  in  approaches  of  export  promotioD 
between  the  United  States  and  other  countries  surveyed  by  the  Commerce 
Department  and  GAG  include  the  following: 

•  Based  on  a  number  of  comparative  indicators,  U.S.  spending  for  export 
promotion  is  lower  than  that  of  many  other  m^or  exporting  countries. 
For  example,  the  Commerce  Department  found  that,  based  on  spending 
on  export  promotion  in  1987  among  eight  industrial  countries 
(Belgium,  Canada,  France,  Germany,  Italy,  Sweden,  United  Kingdom, 
and  the  United  States),  the  United  States  ranked  last  in  per  capita 
spending,  seventh  out  of  eight  in  spending  on  industrial  exports 
relative  to  total  industrial  exports,  and  sixth  out  of  eight  in  total 
promotion  spending  relative  to  total  exports.* 

•  A  significant  amount  of  resources  for  U.S.  export  promotion  programs 
goes  toward  promoting  agricultural  exports,  while  the  export 
promotion  programs  of  most  other  industrial  countries  are  generally 
geared  toward  promoting  manufactured  exports,  including  high 
technology  products. 

•  Some  countries  (such  as  Canada  and  the  United  Kingdom)  maintain 
programs  to  assist  exporters  through  every  stage  of  exporting, 
including  sharing  part  of  the  costs  of  exporting  (such  as  trade  fairs 
and  market  studies).  U.S.  programs  are  generally  geared  toward 
providing  basic  information  on  export  opportunities  and  tips  on 
exporting;  many  U.S.  (Jovernment  export  services  involve  nominal 
charges. 


"See  General  Accounting  OfTice,  Export  Promotion:  A  Comparison  of 
Programs  in  Five  Industrialized  Nations,  June  1992;  U.S.  Department  of 
Commerce,  International  Trade  Administration,  U.S.  Foreign  and  Commercial 
Service,  Foreign  Government  Commercial  Services:  A  Comparative  Study,  April 
1992;  and  U.S.  Department  of  Commerce,  E^xport  Promotion  Activities  of  Major 
Competitor  Nations  (Draft),  May  1988. 

^U.S.  Department  of  Commerce.  Export  Promotion  Activities  of  Major 
Competitor  Nations  (Draft),  May  1988,  p.l. 
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In  Japan,  export  promotion  activities  are  generally  shared  jointly  by 
the  Japanese  government  and  private  sector  organizations;  in 
Germany  most  trade  programs  are  run  by  private  sector  groups,  such 
as  chamber  of  commerces  with  little  government  involvement;  while 
in  the  United  States,  most  trade  programs  are  carried  out  by  the 
Federal  and  State  governments  with  some,  but  limited,  involvement  by 
private  sector  groups. 

Many  European  nations  maintain  export  strategies  in  which  specific 
industries  or  firms  showing  export  potential  are  targeted  for 
assistance.  Some  nations  also  seek  to  promote  exports  to  specific 
countries  (such  as  Japan).  The  United  States  generally  does  not 
maintain  an  overall  export  strategy  by  product  or  country. 


WHAT  CONCLUSIONS  CAN  BE  DRAWN  FROM  THESE  STUDIES? 

The  Department  of  Commerce  and  GAO  reports  outline  the  different 
philosophies,  goals,  and  approaches  used  by  various  governments  to  assist 
exporters.  They  indicate  that  export  promotion  programs  vary  widely  across 
countries  according  to  levels  of  resources  and  staffing,  types  and  levels  of 
assistance,  differences  in  priorities  and  strategies;  and  factors  based  on  the 
historical  relationship  between  govenunent  and  the  private  sector.  However, 
such  studies  fail  to  evaluate  the  effects  such  differences  in  approaches  to  trade 
promotion  have  had  on  each  country's  composition  of  exports  or  terms  of  trade. 
That  is,  they  do  not  show  a  clear  link  between  the  level  of  'success"  various 
nations  have  in  exporting  with  the  level  and  types  of  export  promotion  services 
utilized  by  such  nations. 

Instead,  such  studies  offer  a  description  of  alternative  trade  promotion 
{>olicies  and  programs  which  might  be  considered  by  the  United  States  to 
improve,  alter,  or  expand  the  levels  and  types  of  services  provided  to  US. 
exporters.  They  also  may  offer  lessons  on  ways  the  United  States  could  increase 
coordination  and  efficiency  in  the  delivery  of  services  by  trade  agencies. 
However,  further  analysis  is  be  needed  to  determine  bow  such  policies,  if 
adopted  by  the  United  States,  would  a£fect  the  level  and  composition  of  U.S. 
trade,  and  the  economy  at  large. 


A  DISCUSSION  OF  PROPOSALS  TO  REFORM  EXPORT 
PROMOTION  PROGRAMS 

Based  on  the  findings  of  the  above  noted  studies,  and  other  reports 
assessing  the  current  Federal  export  promotion  regime,  a  number  of  trade 
proposals  have  been  offered  by  policymakers  in  recent  years  to  improve  or 
expand  U.S.  export  promotion  services.  Several  of  these  proposals  are  discussed 
below. 
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•  Boost  export  promotion  spending.  Many  f>olicymaker8  have  profwsed 
increasing  Federal  expenditure*  for  export  promotion  «uid  trade 
finance  to  a  level  comparable  to  that  of  other  vaajoT  trading  partners. 
It  is  argued  that  increased  funding  would  likely  expand  the  ability  of 
the  Federal  Government  to  provide  assistance  and  financing  to  U.S. 
exporters."  They  also  argue  that  trade  promotion  programs  should 
be  enhanced  to  counter  alleged  unfair  trade  practices  by  certain  U.S. 
trading  partners.  Critics  of  such  proposals  argue  that  the  fact  that 
other  nations  spend  more  on  promoting  exports  than  the  United 
States  does  not  itself  provide  a  rationale  for  the  United  States  to 
emulate  such  programs  and  spending  levels  (they  may  prove  inefficient 
or  distortive),  unless  it  can  be  clearly  shown  that  adopting  them  will 
raise  overall  U.S.  economic  welfare.  In  addition,  increased  spending  on 
trade  programs  would  likely  have  to  be  financed  by  higher  taxes  or  by 
Government  borrowing  (increasing  the  Federal  budget  deficit).  This 
would  not  improve  the  U.S.  trade  balance  and  could  have  distorting 
effects  on  other  sectors  of  the  U.S.  economy. 

•  Encourage  greater  intMlvement  by  the  private  sector.  This  proposal 
would  involve  providing  greater  incentives  to  boost  the  role  of  U.S. 
private  sector  organizations  (such  as  trade  associations  and  chambers 
of  commerce)  in  promoting  U.S.  exports^  such  as  in  Japan  and 
Germany.  This  option  might  improve  the  level  of  export  services  by 
the  private  sector  at  little  cost  to  the  Government.  A  mtyor  question, 
however,  is  whether  the  U.S.  Government  could  develop  comparable 
levels  of  public-private  cooperation  that  exist  in  other  countries. 
These  may  be  the  result  of  cultural  and  historical  factors,  and  may  not 
be  easily  duplicated. 

•  Target  trade  assistance  to  certain  firms.  This  proposal  could  involve 
a  number  of  possible  steps  which  would  essentially  target  export 
assistance  to  certain  industries  which  are  judged  to  have  "high  export 
potential. ***  Such  a  strategy  may  be  more  concerned  with  the 
composition  of  U.S.  exports  rather  than  the  level  of  exports  in  order 
to  promote  high-paying  jobs  for  U.S.  workers.  However,  critics  argue 
that  such  a  policy  would  essentially  involve  the  government 
attempting  to  choose  'winners  and  losers*  in  the  market,  which  could 
lead  to  economic  distortions,  harm  other  productive  U.S.  firms,  and 
result  in  more  harm  than  good  to  the  VS.  economy. 


"For  example,  proposals  have  been  made  to  expand  the  number  of  U.S. 
Foreign  Commercial  Service  officers  stationed  overseas,  especially  in  countries 
which  may  offer  high  export  potential. 

^A  closely  related  proposal  is  to  redirect  the  focus  of  U.S.  export  promotion 
programs  away  from  agricultural  products  to  manufactured  products,  especially 
high-tech  products. 
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•  Consolidate  export  promotion  •ervicet.  Several  proposals  have  been 
offered  in  recent  years  to  consolidate  US.  export  promotion  programs. 
One  proposal  would  involve  consolidating  all  Federal  trade  programs 
under  one  Federal  agency  to  provide  exporters  with  a  one-stop  source 
for  export  promotion  services.  Another  proposal  would  involve 
combining  the  budgets  of  Federal  export  promotion  agencies  and 
allocating  such  resources  according  to  specific  goals  and  priorities  set 
forth  by  Congress  or  a  central  Federal  coordinating  committee. 
Sup{>orter8  believe  such  proposals  might  eliminate  duplication  of 
services,  provide  a  clear  rationale  for  the  provision  of  trade  assistance 
based  on  precise  goals,  and  could  lower  the  overall  costs  of  such 
programs.  Critics  of  such  proposals  argue  that  consolidating  resources 
and  programs  could  result  in  the  creation  of  a  large  Federal 
bureaucracy  which  would  be  unresponsive  to  the  special  needs  of 
certain  exporters,  such  as  farmers  and  small  and  medium-sized  firms. 

The  above  discussion  indicates  the  existence  of  different  schools  of  thought 
among  policymakers  over  how  U.S.  export  promotion  policies  and  programs 
should  be  reformed  to  be  made  more  effective.  Such  differences  reflect  disparate 
views  over  what  the  goals  of  export  promotion  programs  should  be  as  well  as 
what  groups  should  be  targeted  for  assistance.  While  the  primary  stated  goal 
of  most  Federal  trade  programs  is  to  promote  U.S.  exports,  several  secondary 
goals  also  exist.  For  example,  a  number  of  export  promotioo  programs  are  used 
to  counter  specific  export  programs  (subsidies)  utilized  by  foreign  governments, 
rather  than  to  promote  UJS.  exports  at  large.  In  addition,  most  Federal  export 
promotion  programs  are  geared  toward  assisting  small  and  medium-sized  firms 
in  order  to  foster  their  growth  and  involvement  in  international  trade,  even 
though  such  firms  may  often  not  be  as  'efficient'  exporters  as  larger  firms. 
Trade  programs  within  the  Department  of  Agriculture  have  several  different 
goals,  including  assisting  U.S.  farmers  by  boosting  U.S.  agricultural  exports, 
finding  export  markets  for  surplus  U.S.  commodities,  and  countering  foreign 
agricultural  subsidies. 

GAO  concluded  in  a  1992  report  that  the  absence  of  a  Government  strategy 
and  clear  national  priorities  in  the  funding,  delivery,  and  coordination  of  export 
promotion  services  among  Federal  agencies  prevented  the  most  effective 
utilization  of  Federal  resources  for  promoting  exports.  For  example,  GAO  found 
that  nearly  three-fourths  of  U.S.  export  promotion  expenditures  went  towards 
promoting  agricultural  commodities  in  FY  1991  even  though  such  products 
accounted  for  only  10  percent  of  total  U.S.  exports.* 

Hence,  it  is  difficult  to  determine  what  types  of  reforms  should  or  could  be 
adopted  to  make  export  programs  "more  effective,*  because,  without  a  clear 
rationale  for  trade  promotion,  and  a  set  of  priorities  and  goals  for  such 
programs,  it  is  extremely  difficult  to  define  what  effective  means.  For  example, 
attempts  could  be  made  to  expand  and  improve  the  ability  of  the  Government 


"GAO.     Export  Promotion:     Federal  Programs  Lack  Organization  and 
Funding  Cofiesiveness,  January  1992,  p.5. 
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to  provide  export  promotion  service*  to  help  certain  VS.  exporters  (i.e,  increase 
the  "effectiveness"  in  the  ability  of  the  Government  to  assist  exporters),  but  it 
is  unclear  how  such  assistance  would  affect  the  overall  level  emd  composition  of 
U.S.  trade  as  well  as  overall  U.S.  living  standards. 


CONCLUSIONS 

The  current  U.S.  export  promotion  regime  is  currently  being  reviewed  by 
U.S.  policymakers,  and  several  proposals  for  reform  may  be  considered  in  the 
near  future,  including  substantially  increasing  the  Federal  Government's  role 
in  promoting  U.S.  exports.  This  could  involve  allocating  greater  resources  to 
Federal  trade  programs  as  well  as  targeting  specific  industries  for  assistance. 
An  important  consideration  in  this  debate  will  likely  be  the  economic  effects 
such  programs  might  have  on  U.S.  trade  and  the  economy.  In  considering 
options  for  reforms,  it  is  important  to  consider  what  export  promotion  programs 
can  and  cannot  do,  as  well  as  the  possible  costs  (including  opportunity  costs) 
such  programs  might  entail. 

Mainstream  economic  theory  holds  that  the  free  market  system  (and  free 
trade)  provides  the  most  efficient  mechanism  for  the  allocation  of  goods  and 
services  in  the  marketplace,  based  on  supply  and  demand  forces.  From  an 
economic  perspective,  government  involvement  in  the  market  requires  a  clear 
economic  rationale  to  justify  such  intervention,  such  as  attempting  to  rectify  (or 
take  advantage  of)  some  market  failure.** 

The  ovtrxdl  effects  of  trade  promotion  programs  on  the  economy  is  the  most 
important  factor  for  assessing  the  'success*  of  current  programs  as  well  as  for 
judging  the  merits  of  adopting  new  trade  programs.  Such  programs  are 
beneficial  if  they  result  in  a  net  increase  in  economic  welfare.  While  trade 
promotion  programs  may  provide  benefits  to  certain  sectors  of  the  economy,  they 
also  involve  several  different  costs  which  must  be  weighed. 

The  first  cost  of  Federal  export  promotion  programs  is  the  expenditure  (or 
subsidy)  for  trade  programs;  this  must  eventually  be  financed  by  taxes,  which 
lowers  consumer  economic  welfare.  Second,  there  are  possible  opportunity  costs 
involved.  Ebcpenditures  for  trade  promotion  might  be  (or  mi^t  have  been) 
directed  towards  other,  perhaps  more  efficient,  economic  activities.  Third,  trade 
promotion  programs  may  lead  to  greater  production  by  exporting  firms  and  a 
boost  in  U.S.  exports,  but  they  may  also  lead  to  contractions  in  production  by 
other  firms.  For  example,  the  use  of  export  promotion  programs  generally 
presumes  that  some  market  failure  has  prevented  U.S.  firms  from  exporting  at 
their  most  efficient  levels,  resulting  in  an  underallocation  of  resources  to 
exporting  firms,  and  overallocating  resources  to  other  economic  activities. 
Government  export  promotion  programs  would  likely  affect  this  resource 


"'However,  there  is  often  considerable  debate  over  whether  market  failures 
have  in  fact  occurred,  as  well  as  the  effects  government  intervention  (export 
promotion)  will  have  on  the  economy. 
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allocation,  so  that  greater  resources  are  drawn  to  certain  exporting  firms  and 
away  from  other,  presumably  less  efficient  firms,  (i.e.,  import-competing  firms 
and  other  exporting  firms  not  receiving  such  assistance).  Trade  programs  may 
cause  production  in  certain  exporting  firms  to  increase,  but  result  in 
contractioQS  by  other  firms.  As  a  result,  some  firms  benefit  while  other  firms 
lose." 

An  export  promotion  program  would  prove  beneficial  if  it  resulted  in  an 
overall  increase  in  economic  efficiency  within  the  economy;  this  would  likely 
raise  overall  output  and  improve  the  U.S.  terms  of  trade  (although  it  would  not 
affect  the  balance  of  trade).  However,  what  happens  if  government  is  wrong 
about  the  existence  of  market  failures.  Or  what  happens  if,  under  an  industrial 
policy  or  strategic  trade  policy,  the  government  is  wrong  in  its  choices  of 
industries  to  promote?  Under  these  circumstances,  the  government  could  end 
up  promoting  inefficient  firms,  damaging  more  efficient  or  competitive  firms, 
resulting  in  more  harm  than  good  to  the  national  economy.  Hence,  the  fact  that 
a  trade  promotion  program  results  in  an  increase  in  exports  does  not  itself 
indicate  that  this  policy  has  been  successful;  other  factors  must  be  considered 
as  well.  This  indicates  proposals  for  substantially  increasing  the  U.S. 
Government's  role  in  promoting  U.S.  exports  should  be  carefully  analyzed  as  to 
their  overall  economic  impact. 

In  examining  the  current  Federal  export  promotion  regime  for  possible 
reforms,  policymakers  may  first  need  to  reach  a  consensus  over  what  rationales 
(economic,  political,  or  both)  should  be  used  to  justify  the  use  of  export 
promotion  programs.  Once  a  clear  rationale  is  determined,  an  attempt  mi^t  be 
made  to  establish  a  clearer  set  of  priorities  and  goals  for  Federal  trade  programs 
than  currently  exists. 

The  Ekport  Enhancement  Act  of  1992  requires  the  TPCC  to  develop  an 
export  trade  strategy  which  establishes  a  clear  set  of  priorities  for  Federal 
export  promotion  and  a  rationale  for  such  programs,  recommend  budgetary 
allocation  of  resources  to  Federal  agencies  based  on  these  priorities,  and 
coordinate  Federal  trade  activities.  It  remains  to  be  seen  whether  the  TPCC's 
recommendations  will  be  adopted  by  the  Administration  in  its  budget  proposals 
aiKi  by  Congress  through  the  authorization  and  appropriation  processes.  It  also 
remains  to  be  seen  whether  the  TPCC  can  effectively  develop  a  trade  strategy 
with  a  clear  set  of  priorities  which  can  be  successfully  implemented  throughout 
several  independent  Federal  trade  agencies.  This  may  require  (Congress  to 
provide  additional  statutory  authority  to  the  TPCC  (or  some  other  Federal 


"GAO  estimated  Federal  spending  for  export  promotion  programs  for  FY 
1991  at  $2.7  billion  (excluding  loans,  guarantees,  and  insurance).  This  is  a 
relatively  minor  sum  relative  to  overall  Federal  spending,  the  total  level  of  U.S. 
exports,  or  the  size  of  the  U.S.  economy.  Hence,  it  is  likely  that  any  economic 
distortions  caused  by  such  programs  have  been  relatively  minor.  On  the  other 
hand,  it  is  also  likely  that  trade  promotion  programs  have  had  only  a  minor 
effect  on  the  level  and  composition  of  U.S.  exports. 
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body),  or  pass  other  reforms.  For  example,  Congress  might  pass  legislation 
requiring  that  the  trade  promotion  functions  of  all  Federal  agencies  be  combined 
under  a  single  authorization  and  appropriation  bill,  which  would  direct 
resources  to  each  agency  based  on  the  Government's  strategic  plan  and 
priorities.  Another  proposals  might  involve  creating  a  "Department  of  Trade," 
which  would  combine  the  export  promotion  functions  of  various  Federal 
agencies  into  one  central  agency. 
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UNITED  STATES  DEPARTMENT  DF  COMMERCE 
Incarnatlonal  Trada  Admlnlscracion 

WasMingcon  D  C  20230 


April  25,  1995 

The  Honorable  Donald  A.  Manzullo 

Chairman,  Subcommittee  on  Procurement,  Exports 

and  Business  Opportunities 
Committee  on  Small  Business  House  of  Representatives 
Washington,  DC  20515 

Dear  Mr.  Chairman: 

On  behalf  of  my  colleagues  in  the  International  Trade  Administration,  I  want  to  thank  you 
again  for  the  opportunity  to  testify  before  the  Subcommittee  on  our  efforts  to  promote  the 
export  interests  of  small  business.  We  believe  that  small  business  represents  the  greatest 
source  of  untapped  export  potential  in  the  United  States.   We  have  made  increasing  small  and 
medium-sized  businesses'  efforts  a  key  priority,  both  within  the  Department  of  Commerce  and 
aCross  the  Trade  Promotion  Coordinating  Committee  (TPCC).   We  would  welcome  any 
additional  suggestions  that  you  or  the  Subcommittee  might  have  to  help  these  efforts. 

1  have  attached  res|X>nses  to  the  six  questions  that  you  sent  us  following  the  hearing.   Mr. 
Meissner,  Mr.  Vickery  and  I  feel  that  these  responses  reflect  our  commitment  to  small 
business,  and  we  hope  that  they  adequately  answer  your  questions.   We  would  welcome  the 
opportunity  to  discuss  these  Issues  with  you  further.   I  have  also  attached  for  your  information 
additional  charts  on  the  National  Export  Strategy,  the  TPCC  and  the  interagency  advocacy 
effort  on  behalf  of  American  business. 


Thank  you  for  your  support  for  our  efforts  and  for  your  commitment  to  the  small  business 
community. 

Sincerely, 


c^9-^'d"^ 


Lauri  J.  Fitz-Pegado 


^. 


WJ 
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Question  #2 

In  light  of  the  work  of  the  Clinton  Administration  to  re-energize  and  redirect  US.  export 
promotion  programs,  the  Congressional  Research  Service  (CRS)  report.  The  Economics  of 
Export  Promotion,  has  little  relevance  or  application  to  the  nation's  present  international  trade 
situation.   The  CRS  report  is  an  incomplete  review  of  international  trade  theory.   The  CRS 
repon  does  not  provide  any  statistical  or  facmal  basis  for  its  conclusion  that  "in  the  long  run 
such  programs  are  unlikely  to  have  a  significant  effect  on  the  nation's  balance  of  trade. "  The 
CRS  Report  justifies  its  assertions  by  simply  referring  to  'traditional  economic  doctrine." 
However,  the  CRS  Report  does  concede  that  expon  promotion  policies  may  "in  some  cases, 
lead  to  an  increase  in  total  trade"  and  that  "in  theory,  export  promotion  could,  in  the  short 
run,  boost  the  nation's  exports,  causing  the  trade  deficit  to  shrink." 

Apart  from  its  lack  of  facts  to  support  its  assertions,  a  basic  defect  in  the  CRS  Report  is  that  it 
does  not  take  into  account  the  progress  made  in  the  last  forty  years  in  understanding  how  the 
international  trading  system  works.  Specifically,  the  theoretical  doctrine  relied  on  by  the  CRS 
fails  to  recognize  the  realities  of  international  trade  today,  particularly  in  Big  Emerging 
Markets.  Indeed  it  is  widely  recognized  that  there  are  significant  market  imperfections  which 
may  never  be  corrected  without  government  intervention  or  which  may  take  so  long  to  correct 
without  government  intervention  that  the  economic  costs  are  prohibitive. 

While  the  Clinton  Administration  certainly  acknowledges  that  macro  economic  factors  are  a 
major  influence  on  the  trade  deficit,  the  process  of  re-energizing  U.S.  export  promotion  has 
demonstrated  the  following; 

1.  Supporting  U.S.  companies  bidding  for  major  contracts  overseas  with 
aggressive  U.S.  Government  advocacy  pays  significant  dividends.   Over  the 
past  18  months,  our  Advocacy  Center,  which  marshals  Federal  government 
resources  in  support  of  American  business  enterprises  abroad,  has  assisted 
American  firms  to  win  more  than  120  major  deals.   These  will  result  in  U.S. 
exports  in  excess  of  S24.5  billion  which  suppon  over  370,000  American  jobs. 

2.  Intensifying  our  efforts  to  provide  better  assistance  to  small-  and  medium-sized 
businesses  can  make  a  huge  difference  in  our  trade  balance.   Small  businesses 
account  for  about  24%  of  the  manufacturing  sector's  total  sales,  yet  only  about 
12%  of  the  sector's  exports.    If  these  small  businesses  exported  in  similar 
proportion  to  their  larger  manufacturing  output,  manufacturing  exports  would 
increase  by  more  than  $40  billion. 

3.  Governments  of  major  competitor  nations  recognize  the  critical  role  export 
promotion  can  play  by  supporting  export  promotion  programs  to  capture  a 
greater  share  of  a  dynamic,  growing  international  market.   Among  its  major 
trading  partners,  the  United  States  ranks  last  in  export  promotion  spending  on  a 
per  capita  basis,  in  comparison  with  total  GNP  and  in  relation  to  total  Federal 
budgetary  expenditures. 
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In  summary,  the  trade  deficit  ,s  influenced  by  a  variety  of  macro  and  firm-level  economic 
factors    To  cease  or  lessen  export  promotion  activity  in  the  face  of  increasing  activity  on  the 
part  of  our  competitors  would  amount  to  the  commercial  equivalent  of  unilateral  disarmament 
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Economics  Division 

Congressional  Research  Service  ■ 


The  Labrary  of  Ck)ngress  •  Washington,  D.C.  20540-7430 


Memorandum 


May  26,  1995 


TO:  House  Small  Business  Committee 

Subcommittee  on  Procurement,  Exports,  and  Business 

Opportunities 
Attention:  Philip  Eskeland 

FROM:  Wayne  M.  Morrison 

Analyst  in  International  Trade  and  Finance 

SUBJECT:    Review  of  Department  of  Commerce  Comments  on  Trade 
Promotion 


As  per  your  request,  this  memorandum  responds  to  comments  made  by 
the  Department  of  Commerce  on  the  CRS  Report:    The  Economics  of  Export 
Promotion. 

The  major  assertion  made  by  the  Department  of  Commerce  is  that 
export  promotion  programs  can  have  a  significant  effect  on  decreasing 
the  U.S.  trade  deficit.  This  assertion  is  disputed  by  most  economists. 

A  nation's  trade  balance  is  largely  determined  by  macroeconomic 
factors,  mainly  its  savingsAinvestment  level  (as  well  as  that  of  other 
countries),  rather  than  its  trade  policy.   This  is  a  rather  fundamental  concept 
in  economic  theory.   For  example,  economists  Robert  Z.  Lawrence  and  Robert 
E.  Litan  state: 

"A  country  with  investment  opportunities  that  exceed  its  domestic 
savings  will  borrow  from  abroad  and  run  a  trade  deficit  even  if  its 
costs  are  relatively  low,  its  home  markets  protected,  and  its 
exports  subsidized.  Conversely,  a  nation  with  high  saving  relative 
to  investment  will  run  trade  surpluses  even  if  its  markets  are 
open  and  its  products  poorly  regarded."' 

Economist  Martin  Feldstein  has  related  the  rise  in  the  U.S.  trade 
deficit  in  the  1980s  to  macroeconomic  policies  in  the  following  way: 


Lawrence,  Robert  Z.  and  Litan,  Robert  E.   The  Protectionist  Prescription:  Errors  i 
Diagnosis  and  Cure    Brookings  Papers  on  Economic  Activity,  1:  1987,  p  290 
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"The  sharp  gyrations  of  the  dollar  and  of  the  trade  deficit  in  the 
19809  were  among  the  most  novel  and  least  understood  economic 
developments  of  the  decade.  The  rise  and  fall  of  the  dollar's 
international  value  reflected  the  major  changes  that  were  taking 
place  in  American  monetary,  tax,  and  budget  policies.  These 
fluctuations  of  the  dollar  altered  the  relative  prices  of  American 
and  foreign  goods.  The  nation's  international  trade  responded  to 
these  relative  price  changes,  producing  a  massive  trade  deficit  by 
the  middle  of  the  decade  followed  by  a  return  toward  trade 
balance  after  the  dollar  began  to  decline."^ 

The  linkage  between  macroeconomic  forces  and  the  U.S.  trade  deficit, 
and  the  inability  of  export  promotion  to  overcome  these  forces,  has  been 
acknowledged  by  other  offices  in  the  Clinton  Administration: 

•  The  United  States  Trade  Representative's  (USTR)  Office 
states:  "It  is  important  to  understand  what  trade  policy  can  and 
cannot  be  expected  to  achieve.  Trade  policy  heis  a  lot  to  do 
with  the  composition  of  trade:   who  produces  what,  where.   It 
has  little  to  do  with  the  size  of  the  overall  trade  balance,  which 
is  primarily  determined  by  larger  macroeconomic  forces."^ 

•  The  Office  of  Management  and  Budget  (0MB)  states:   "First, 
the  primary  contribution  the  U.S.  Government  can  make  to 
promote  U.S.  exports  is  to  reduce  the  (budget)  deficit,  which 
constricts  resources  for  the  exporters  and  the  economy  as  a 
whole.  Second,  budget  resources  (for  export  promotion)  are 
measures  of  inputs  not  outcomes,  such  as  increased  U.S. 
exports.  The  major  determinants  of  U.S.  exports,  which 
totalled  $592  billion  in  1992  for  merchandise  trade  and 
services,  are  underlying  competitiveness,  foreign  exchange  rates 
and  open  trade  regimes,  not  U.S.  Government  budget  support 
for  a  limited  number  of  U.S.  exporters."^ 

•  The  Council  of  Economic  Advisors  states:   "When  Americans 
borrow  from  foreigners,  we  run  a  surplus  in  our  international 
capital  account.  But,  since  the  capital  account  and  the  current 
account  must  balance  under  floating  exchange  rates,  the  mirror 
image  of  this  capital  account  surplus  is  an  equally  large 
current  account  deficit.  Thus,  a  country  that  saves  less  than  it 
invests  and  runs  a  large  budget  deficit  is  bound  to  have  a  large 


^Feldstein,  Martin.   The  Dollar  and  the  Trade  Deficit  in  the  1980s:  A  Personal  View. 
National  Bureau  of  Economic  Research,  Inc.   Working  Paper  No.  4325,  1993,  p.  1-2. 

^United  States  Trade  Representative,  1995  Trade  Policy  Agenda  and  1994  Annual  Report 
of  the  President  of  the  United  States  on  the  Trade  Agreements  Program,  1995,  p.7. 

^OMB,  Budget  of  the  United  States  Government,  Analytical  Perspectives,  Fiscal  Year  1995. 
1994,  p.  152. 
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current  account  deficit.   Indeed,  chronic,  large  current  account 
deficits  date  from  precisely  the  time  that  the  United  States 
started  running  huge  fiscal  deficits."* 

The  Commerce  Department  makes  three  statements  regarding  the 
Administration's  current  efforts  to  promote  U.S.  exports.   First,  U.S. 
Government  advocacy  programs  over  the  past  18  months  have  assisted  U.S. 
firms  to  win  more  than  120  major  deals.   Second,  if  small  businesses  exported 
in  similar  proportion  to  their  manufacturing  output  (there  is  no  reason  to 
believe  that  they  should),  manufacturing  exports  would  increase  by  more 
than  $40  billion.   Finally,  Commerce  states  that  other  industrialized 
countries,  using  various  measurements,  spend  more  on  export  promotion 
than  the  United  States.  None  of  these  statements  demonstrates  that  export 
promotion  reduces  the  U.S.  trade  deficit. 

Given  that  trade  balances  are  closely  linked  to  macroeconoraic  forces, 
promoting  U.S.  exports  cannot  have  a  significant  effect  on  reducing  the  U.S. 
trade  deficit  barring  changes  in  macroeconomic  policies  by  the  United  States 
and  its  trading  partners.  Hence,  even  if  Commerce's  statements  about  U.S. 
trade  promotion  efforts  are  correct,  they  cannot  alter  the  fundamental  causes 
of  the  U.S.  trade  deficit.  If  trade  programs  could  significantly  boost  foreign 
demand  for  U.S.  exports,  the  resulting  demand  for  U.S.  dollars  needed  to 
purchase  these  products  would  cause  an  appreciation  of  the  dollar,  which,  in 
the  long  run,  would  dampen  foreign  demand  for  other  U.S.  exports,  raise  U.S. 
demand  for  foreign  imports,  and  leave  the  trade  balance  unchanged. 

There  may  be  a  variety  of  economic  justifications  for  utilizing 
government  trade  programs,  such  as  attempting  to  rectify  market  failures; 
reducing  the  trade  deficit,  however,  is  not  one  of  them. 


*The  Council  of  Economic  Advisors.   Economic  Report  to  the  President.   February  1994,  p. 
29. 
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Clinton's  Aid 
To  Industry  Is 
aO,P.  Target 

Technology  and  Trade 
Programs  Would  End 

By  DAVID  E.  SANGER 

WASHINGTON.  May  22  -  Buried 
among  the  Republicans'  sharp  cost-cut- 
iing  proposals  to  balance  the  Federal 
budget  IS  the  swift  dismantling  of  two  ot 
the  Clinton  Administration's  most  promi- 
nent economic  mnovalions  the  use  of  the 
Government  to  promote  exoons  and  the 
underwriting  of  new  technol  tgies  thai  cor- 
porate America  considers  too  nsky 

During  his  Presidential  campaign,  Mr 
Clinton  briefly  called  those  strategies  "in- 
dustrial policy.  "  until  Republicans  seized 
on  the  phrase  as  proof  that  Mr  Clinton 
wanted  the  Govemmem  to  meddle  in  the 
workings  of  the  market  Once  in  office,  the 
White  House  dropped  the  terminology  but 
went  ahead  anyway  with  an  aggressive 
program,  declaring  that  the  United  States 
needed  to  develop  partnerships  with  indus- 
try and  use  Govemmem  pressure  to  pro- 
mole  exports,  two  skills  that  Japan  and 
Germany  turned  into  an  art  after  World 
War  II 

The  Republican  budget  proposals  would 
bring  many  ot  those  efforu  to  a  halt  and 
drastically  shrink  others,  from  the  Energy 
Department  to  the  Pentagon  The  most 
sweeping  cutback  proposal,  the  "The  De- 
partment of  Commerce  Dismantling  Act," 
is  scheduled  to  be  introduced  on  Tuesday 
by  House  Republicans  The  act  would  (m- 
mediately  terminate  six  of  the  Cabinet 
departments  offices  and  slice  up  the  or- 
ganizaiion  that  provides  the  skills  for 
trade  negotianons  with  Japan.  China  and 

Many  of  the  functions  o(  the  Commerce 
Department's  highest  profile  organiza- 
tion, the  International  Trade  Administra- 
tion, would  be  carved  up  or  eliminated.  It 
Is  unclear  what  would  happen  to  the  eco- 
nomic "war  room  "  that  calls  in  ambassa- 
dors. Cabinet  secretaries  and  sometimes 
the  President  to  put  pressure  on  foreign 
governments  to  buy  Amencan  goods. 

Curiously,  the  White  House  has  said 
almost  nothing  in  public  about  the  attack 
on  the  core  of  its  economic  strategy,  panly 
for  fear  that  it  would  detract  from  lis 
warnings  about  proposed  cuts  to  Medicare 
and  other  popular  social  programs. 

"We've  talked  through  what  ts  the  best 
approach,  and  the  decision  was  to  stay 

Continued  on  Page  D4 
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focused  on  the  programs  that  most 
people  undersund."  said  Hazel  R 
O'Leary,  the  Secretary  of  Energy, 
whose  department's  budget  would 
shrink  by  roughly  $7  billion  over  the 
next  five  years 

"It's  a  little  early."  said  Laura 
D'Andrea  Tyson,  the  head  of  the 
National  Economic  Council,  an  of- 
fice that  was  created  at  the  start  of 
the  Administration  to  give  econom- 
ics equal  weight  with  issues  of  na- 
tional security  "There  should  be  a 
good  debate  about  the  wisdom  of 
this,  but  it  IS  still  early  in  the  budget 
process  " 

It  may  be  early,  but  it  seems  clear 
that  most  of  the  trade  and  technol- 
ogy promotion  programs  will  be 
sharply  reduced,  if  they  survive  at 
all 

ult,   the   White   House's 

as  not  kept  the  depart- 

i  themselves  from  starting  all- 

irvival  campaigns  Capiiol  Hill 

days  IS  flooded  with  under  sec- 


Many  of  those  programs  were 
started  under  Republican  adminis- 
trations The  theme  of  the  presenta- 
tions often  boil  down  to  one  argu- 

flict.  cutting  out  political  and  eco- 
nomic support  for  industry  is  the 
equivalent    of    unilateral    disarma- 

"Our  global  competitors  are 
laughing  at  us,'  Secretary  of  Com- 
merce Ronald  H  Brown  said  today 
in  a  telephone  conversation  from 
Pans,  where  he  is  attending  a  meet- 
ing of  the  Organization  for  Economic 
Cooperation       and       Development 

finally  learned  that  there  is  no  way 
to  win  without  a  public-pnvaie  part- 
nership, without  getting  the  Govern- 
ment involved  in  promoting  a  na- 
tions  exports,  people  are  incredu- 
lous that  Congress  would  be  doing 

"The  French  are  apoplectic  that 
we  have  been  so  pro-active  and  suc- 
cessful," Mr  Brown  said,  a  refer- 
ence to  Washington's  role  in  winning 
a  huge  contract  in  Brazil  last  year 
over  French  competition  "And  now 
they  are  delighted  thai  we  are  think- 
ing about  not  doing  it  anymore  " 

The  Republican  theory  is  that  the 
Commerce  Department  has  become 
a  brazen  example  of  "corporate  wel- 
fare. "  a  term  coined  by  one  of  Mr 
Clintons  Cabinet  members  and 
close  Inends.  Labor  Secretary  Rob- 
ert B  Reich  To  the  White  Houses 
horror,  the  phrase  —  which  Mr 
Reich  has  not  repealed  since  —  has 
become  a  rallying  call  (or  the  fresh- 
man class  of  Republicans,  who  do 
not  share  their  party's  traditional 
closeness  or  dependence  on  big  busi- 

"There  are  19  different  depart- 
ments in  the  Government  thai  deal 
with  trade."  said  Representative 
Dick  Chrysler,  the  Michigan  Repub- 
lican who  drafted  the  legislation  to 
dismantle  the  Commerce  Depart- 
ment 92  years  after  us  creation 
'They  could  all  be  reduced  to  a 
single  Department  of  Trade  " 
Another  target  of  Mr  Chr\'sler"s  is 


A  Potential  Breakup 


Republicans  in  Congress  are  proposing  lo  drsmanile  the 
Conimerce  Oepanment  Under  the  plan  scheduiei3  lo  be  offered 
today  by  House  Republicans,  here  is  what  would  happen  to  the 

principal  activities  ot  the  Cabinet  agency 
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Export  Licensing 
Expon  Enforcement 
Import  Adminislfaiion 


Patent  and  Trademark  Otiice 
Weights  and  rneasures 
Census  Bureau 

Bureau  ol  Economic  Analysis 
National  Oceanic  and 
Atmospheric  AdmmisUation 
including  the  Weather  Bureau 


►  State  Depanmeni 

►  U  S  Cusioms  Service 

'  Office  of  the  U  S  Trade 
Representative 

'  Office  ol  the  US  Trade  Repre- 
sentative (foreign  service) 

•  Justice  Department 

•  National  Science  Foundation 

•  Treasury  Departmenl 
■  Federal  Reserve 

•  Interior  Department 


■  ECONOMIC  DCVELOPMENT  ADMINISTRATION.  whiCh  provides  loans 

and  support  for  businesses  m  economically  distressed  areas  Ms 
existing  obligations  go  to  Treasury 

■  MINOItrTT  auSINCSS  DEVELOPMENT  AGENCY 

■  TRAVEL  AND  TOURISM  ADMINISTRATION 

■  TECHNOLOGY  ADMINISTRATION,  OFHCE  OF  TCCHNOLOCY  POLICY 
AND  INDUSTRIAL  TCCHNOLOCY  SERVICES 

■  NATIONAL  TELECOMMUNICATIONS  AND  INFORMATION  AGENCY 

Licensing  and  administration  ol  the  electromagnetic  spectrum 
would  be  handled  by  the  Federal  Communicairons  Commission 
itional  economic  policy 


nology  Program,  which  provides 
backing  for  technologies  that  small 
companies  —  and  some  large  ones  — 
consider  promising  but  too  nsky  to 
attempt  "This  has  grown  from  $10 
million  in  1990  to  S250  million  m  1993, 
and  now  they  want  $750  million.  '  Mr 
Chrysler  said  "This  is  nothing  other 
than  picking  winners  and  losers  " 

Such  arguments  underscore  the 
sharp  difference  in  the  way  technol- 
ogy and  trade  policy  is  dealt  with  in 
Washington  and  in  the  capitals  of  us 
major  economic  competitors,  where 
trade  is  considered  national  security 
and  'picking  winners  and  losers  "  is 
a  phrase  with  no  political  resonance 

In  Japan  and  Germany,  there  is 
virtually  no  debate  over  government 
programs  to  provide  seed  money  for 
nsky  technologies  or  to  use  the  influ- 
ence of  top  officials  to  win  contracts 
It  IS  taken  as  a  given  that  such  roles 
fall  to  the  central  government,  along 
with  defending  the  nation's  territory 
and  making  foreign  policy 

In  Japan,  for  example,  officials 
will  freely  acknowledge  that  more 
than  50  percent  of  the  money  com- 
mitted to  new  technologies  will  re- 
sult 1 

percent   success   rate, 
should  be  considered  i 
one  would  even  attempt  such  an  ar- 
gument in  Washington 

You  can't  go  up  on  the  Hill  and 
talk  about  a  40  percent  success  rate, 
even  if  that  is  a  bnlliant  perform- 
ance." Ms  O'Leary  said  last  week. 
"People  wil-  say  ■Whai'>  We  are 
throvimg  .i*av  60  percent 


Instead,  Ms  OLeary  s  depart- 
ment has  been  churning  out  news 
releases  atxi-jt  us  industrial  break- 
throughs in  energy  conser\'aiion  A 
giant  sulfur  lamp  now  hangs  over 
the  Energy  Department  s  entrance 
on  Constitution  Avenue,  a  single  light 
that  replaces  250  bulbs  "It  was  de- 
veloped with  $1  million  in  Govern- 
ment money  and  much  more  in  pri- 
vate funds,  *  she  said  That  IS  hard- 
ly a  waste  ' 

On  the  Hill,  though,  no  one  wants 
to  talk  about  sulfur  lamps,  unless 
they  are  designed  to  illuminate  a 
balanced  budget  This  is  the  tail- 
waggingthe-dog  syndrome,  "  Mr 
Chrysler  said  "If  it  is  a  good  inven- 
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A  Weak  Dollar 
Opens  Doors 

Japanese  Stepping  Up  Purchases 
Of  Cheaper  Imports  From  U.S. 


By  Paul  Blustein 

Washngton  Poal  Foreign  Sem 


TOKYO.  May  16 

While  the  Clinton  administration  threatened  se- 
vere sanctions  today  in  hopes  of  prodding  To- 
kyo to  import  more  autos  and  auto  parts,  the 
dollar's  decline  against  the  Japanese  yen  may 
be  generating  a  bigger  increase  in  Japan's  purchases  of 
foreign  goods  than  an  army  of  trade  negotiators  ever 
could. 

Imports  are  on  the  nse  m  Japan,  and  the  reason  is 
clear,  "^ow.  cheap,"  murmured  Yosuke  Kikuchi,  a  29- 
year-old  white-collar  worker  as  he  inspected  some  U.S.- 
made  golf  balls  seUing  for  half  the  price  of  Japanese- 
made  balls  at  a  Tokyo  branch  of  Daiei,  one  of  Japan's  big- 
gest retailers. 

Throughout  the  store,  a  vanety  of  other  U.S.  prod- 
ucts— beef,  beer,  camping  equipment,  compact  discs, 
personal  computers — were  on  sale  at  prices  much  lower 
than  competmg  domestic  goods.  Kikuchi  bought  a  box  of 
See  YEN,  F3,  Coll 


The  decline  of  the  dollar 
against  the  yen  ... 
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...  has  increased  the  volume  of 
imports  to  Japan  ... 
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.   and  meant  lower  prices  for 
those  imports. 

Old  price,    Current 
Product  In  yen         price 

American  steak  450         398 

Friskies  cat  food 

(case)  2.352       1,280 

Oxnbwrfcsa)       3,790     3,390  i 

Spode  cup,  saucer      6,000      4,000 

SOURCES   Bank  rf  Japan.  Salomon  B/other^ 
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Dollar  Doing  the  Work  of  Diplomats 
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the  golf  baDs  and  said  he  was  "glad" 
about  the  strong  yen,  notwithstanding 
its  adverse  effect  on  Japanese  manu- 
factirers. 

Things  are  becoming  inexpensive," 
he  said  happily. 

It's  a  phenomenon  some  people 
never  expected  here.  For  years,  skep- 
tics questioned  whether  a  decline  in 
the  yen-doilar  rate  beipe  boost  sales  d 
U.S.  and  other  foreign  goods  in  Japan. 
The  skepticism  is  based  largely  on  the 
belief  that  Japan's  complex  system  of 
wholesalers  and  retailers  raises  distri- 
bubon  costs  so  high  diat  constaners 
barely  get  any  benefit  from  currency 
changes  by  the  time  imported  goods 
reach  the  store  shelves. 

While  the  Japanese  market  remains 
til  harder  to  penetrate  than  most  and 
prices  are  stiD  eye-popping  by  U.S. 
standards,  figures  show  that  the  re- 
cent drop  in  the  dollar — from  about 
125  yen  at  the  beginning  of  1993  to 
the  current  level  of  about  87  yen — is 
producing  an  increase  in  Japan's  de- 
mand for  imports.  In  March,  import 
vohmie  was  up  more  than  16  percent 
over  the  same  penod  last  year. 

The  impact  is  extremely  strong," 
sax)  Robert  Feklman,  chief  economist 
at  the  Tokyo  branch  of  Salomon 
Brothers  Inc.  'You've  had  a  huge  in- 
crease in  imports  when  the  economy  is 
going  nowhere.* 

The  dollar's  slide  against  the  yen.  of 
course,  is  not  wiping  out  the  structural 
bamers  that  bmit  the  foreign  compa- 
nies' access  to  the  Japanese  market. 

Japan  stiD  buys  substantially  fewer 
manufactured  goods  from  abroad  as  a 
proportion  of  its  economy  than  other 
industrialized  nations.  And  even  if  im- 
ports cootinue  nsing  at  current  rates. 
It  probably  won't  be  enough  to  shrink 
the  nation's  $145  billion  merchandise 
trade  surplus  very  much.  At  $251.5 
billion,  imports  are  still  less  than  two- 
thirds  0^  exports,  and  e:qx>rts  continue 


to  grow  because  of  strong  demand  for 
Japanese  products  abroad. 

Still,  endaka — the  high  yen — is 
packing  a  punch. 

While  finding  tower  prices  requires 
shopping  at  places  other  than  down- 
town Tokyo's  posh  department  stores, 
"prices  of  imported  goods  are  falling 
very,  very  sharply,"  said  Victoria  Me- 
lendez,  an  analyst  who  foUows  the  Jap- 
aiiese  retailing  industry  for  Morgan 
Stanley  &  Co. 

Traditional  retailers  who  try  to 
maintain  high  prices  are  kising  cus- 
tomers to  discounters,  Melendez  said, 
and  a  variety  of  methods  are  bemg 
used  to  bypass  okl-Une  wholesalers, 
with  dramatic  effect. 

Melendez  ticked  off  the  results  of  a 
government  survey  of  Tokyo  area  re- 
tailers: The  price  of  whiskey  was  down 
10  percent  in  March  from  the  year  be- 
fore and  cotor  television  pnces  were 
down  19  percent.  Even  tomato  ketch- 
up, much  of  which  is  domestx:ally  pro- 
duced, is  down  13.5  percent,  driven  by 
competition  from  imported  products 
such  as  Heinz.  Still,  the  new  ketchup 
price  is  hardly  a  bargain  by  U.S.  stan- 
dards— about  $3.60  for  a  17-ounce 
bottle. 

Food,  Ikiuor  and  household  goods 
are  not  the  only  imported  products  at- 
tracting Japanese  buyers  with  reduced 
pnces.  In  the  auto  market,  the  focus  of 
the  current  dispute  between  Washing- 
ton and  Tokyo,  imports  of  cars  made 
by  Detroit's  Big  Three  rose  from 
19,000  vehKles  in  1993  to  34,000  last 
year — though  they  still  account  for 
just  1  percent  of  the  Japanese  market 

Many  U.S.  makers  of  high-tech 
products  also  are  taking  advantage  of 
the  sales  opportunity  generated  by  the 
dollar's  decline.  Among  the  price 
slashers  are  personal  computer  mak- 
ers such  as  Compaq  Computer  Corp., 
Apple  Computer  Inc.  and  Dell  Com- 
puter Corp.  U.S.  PC  makers  doubled 
their  share  of  the  Japanese  market  last 
year,  to  30  percent. 


Richard  Dyck,  who  represents  Ter- 
adyne  Inc.,  a  US.  semiconductor  ma- 
chinery maker,  m  Japan,  said  his  com- 
pany's prices  to  Japanese  customers 
have  fallen  15  percent  to  20  percent 
this  year  in  a  reflection  of  the  dollar's 
decline,  and  the  company's  market 
share  has  been  rising.  "Our  pnces 
have  come  down  so  much  it's  impossi- 
ble for  our  customers  to  ignore,"  be 
sakL 

Not  that  importers  are  cutting  their 
pnces  to  fuDy  r^ect  the  dollar's  faO. 
Indeed,  some  foreign  companies 
haven't  towered  their  pices  at  aD.  In 
certain  cases,  that's  because  it  can 
take  weeks  or  months  before  they  can 
get  rid  erf  oW,  higher-cost  inventory 
and  price  their  new  stock  more  attrac- 
tively. 

The  representative  of  one  U.S.  con- 
sumer products  company  acknowl- 
edged that  his  firm  hasn't  cut  pnces  in 
Japan.  The  company  is  womed  about 
hurting  its  tongtime  wholesalers  and  is 
not  convinced  the  recent  plunge  m  the 
dollar  will  last.  "It's  a  lot  easier  to 
bnng  the  price  down  than  it  is  to  bnng 
it  back  up,"  the  executive  noted. 

Thanks  in  part  to  the  weak  dollar, 
Japan's  "impat  elastiaty"  is  increas- 
ing— which  IS  economists'  fancy  way 
of  saying  that  its  resistance  to  foreign 
goods  IS  gradually  eroding.  "People 
and  companies  are  learning  how  to  im- 
port," said  Feldman,  the  Salomon 
Brothers  econcmist. 

Feldman  toM  of  how  he  and  his  wife 
recently  encountered  a  Japanese  wom- 
an In  her  sixties  while  hiking  near  To- 
kyo. The  woman  was  wearing  a  sweat- 
er identxal  to  one  Fekbnan's  wife  had 
gotten  from  L.L.  Bean.  He  asked  the 
woman  whether  she  had  gotten  her 
sweater  from  the  Freeport,  Maine- 
based  catatogue,  too. 

Feklman  sakl  the  woman  replied- 
"Let's  see,  I  got  it  either  from  there  or 
from  Lands'  End." 

"Now  that."  he  said,  "is  wtiat  I  call 
higher  import  elastiaty." 
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U.S.  Trade  Gap 
Is  Seen  Growing 
By  27%  in  1995 

Think  Tank  Says  Deficit 
WUl  Reach  $200  Billion. 
Staying  There  for  Years 

ECONOMY 

By  Helens  Coora 

Staff  Reporur  of  The  Wau.  STScrr  JoimHAL 

WASHINGTON  -  Just  days  after  U.S. 
trade  officials  were  encouraged  by  Febru- 
ary's narrowing  of  the  trade  deficit,  a 
leading  economic  think  tank  predicts  the 
widest  measure  of  the  trade  gap  will 
balloon  27%  to  $200  billion  this  year. 

Even  more  ominous,  William  Cline,  the 
economist  with  the  Institute  for  Interna- 
tional Economics  who  prepared  the  fore- 
cast, predicts  that  the  current  account 
deficit  will  remain  at  the  $200  billion  level 
(or  several  years.  His  findings,  to  be 
released  today,  indicate  that  the  dollar's 
recent  decline  is  rooted  in  the  growing 
trade  deficit  and  isn't  merely  a  whim  of 
financial  markets. 

While  many  economists  have  predicted 
an  increase  in  the  trade  deficit  in  the  next 

I    Tr*ckiii(  the  Economy  i*  on  page  A4.         [ 

year,  few  believe  it  will  expand  lo  $200 
billion,  and  many  expect  it  to  begin  shrink- 
ing next  year. 

Mr.  Cline  concludes  that  the  U.S.  is 
traveling  down  a  dangerous  path  that 
could  lead  to  an  economic  downfall.  C. 
Fred  Bergsten.  director  of  the  pnvate 
institute,  points  to  Mexico  as  an  example 
of  the  economic  peril  of  a  big  trade  deficit. 
Mexico's  peso  crisis  largely  has  been 
blamed  on  that  country's  massive  trade 
deficit,  which  approached  87c  of  the  coun- 
try's gross  domestic  product  -  the  total 
value  of  goods  and  services  produced 
there -in  December. 


Wttto  (u(±  a  yawning  gap.  investors 
fetrad  Mexico  wouldn't  be  able  to  pay  for 
Its  Imports  or  pay  back  its  debts  without 
devaluing  its  currency  and  begging  for 
help.  As  the  peso  drops,  the  value  of 
foreigners'  Mexican  holdings  declines,  too. 
Investors  bolted,  fearing  the  worst 

In  the  U.S.,  the  current  account  deficit 
Is  about  2.3%  of  GDP.  Mr.  Qine's  report 
forecasts  the  current  account  deficit  in  1995 
will  equal  about  2.6%  of  U.S.  GDP  -  no- 
where near  Mexico's  league  but  still  well 
above  the  1%  to  1.5%  economists  say  they'd 
like  to  see. 

"When  you  let  your  trade  deficit  go  up 
like  this,  you're  really  setting  your  econ- 
omy up  for  a  collapse."  Mr.  Bergsten  said. 
Tbe  current  account  includes  trade  in 
goods  and  services,  investment  income 
and  government  grants.  The  U.S.  current 
deficit  soared  in  1994  to  $155.7  billion  from 
$103.9  billion  in  1993. 

Because  Mr.  Bergsten  is  a  Democrat 
and  talks  with  Ointon  administration  offi- 
cials, his  views  sometimes  move  currency 
markets  even  if  be  isn't  in  sync  with 
administration  policy.  Mr.  Bergsten  said 
that  another  i0%  drop  in  the  dollar  against 
a  wide  array  of  currencies  is  needed  before 
the  trade  deficit  will  drop  significantly,  but 
that  the  dollar  shouldn't  decline  any  more 
against  the  Japanese  yen.  Were  it  not  for 
the  recent  fall  of  the  dollar  which  made 
American  exports  cheaper  abroad,  the 
U.S.  current  account  was  headed  toward 
an  even  bigger  deficit  (rf  $250  billion  by 
1997.  the  report  saW. 

What  this  means.  Mr.  Bergsten  said,  is 
that  it  would  be  a  mistake  for  the  U.S.  to 
intervene  forcefully  to  boost  the  dollar. 
Instead,  he  advised,  federal  policymakers 
should  cut  tbe  federal  budget  deficit  as  a 
way  to  shrink  the  trade  deficit 

There  is  one  bright  spot  in  the  report: 
The  dollar's  decline.  Mr.  Cline  says, 
has  been  much  smaller  than  generally 
recognized.  Although  the  dollar  has  fallen 
by  17.5%  against  the  Japanese  yen  and  13% 
against  the  German  mart  since  1994, 
it  is  only  down  about  7%  against  the 
currencies  of  other  industrialiied  nations, 
and  is  down  even  less  oo  a  trade-weighted 
basis  that  includes  currencies  of  develop- 
ing countries. 

Mr.  dines  analysis  finds  that  a  further 
decline  of  the  doUar  against  the  Japanese 
yen  would  be  unwarranted,  but  that  the 
doUar  needs  to  fall  against  a  broader  set  of 
currencies,  including  those  of  the  newly 
industrialized  countries  of  Asia. 
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